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March 29, 1984 


Mr. M. Douglas Goss 

Manager 

Common Carriers 

Communications Division 

Ministry of Transportation and Communications 
1201 Wilson Avenue 

Downsview, Ontario 

M3M 1J8 


Dear Mr. GOSS: 


We present herewith the final report of our study of the U.S. 
Experience with Competition in Long Distance Telephone Service. 
We were pleased to undertake this study for the Ministry of 
Transportation and Communications. 


Another important aspect of the study was the seminar which 
Professor Irwin and I provided for you and your colleagues on 
March 23, 1984. During the seminar, we were able to discuss many 
aspects of this complex subject which could not readily be 
included in the report. 


I would like to emphasize in this covering letter that the report 
was prepared as a basis of reference in response to your 
requirement for information on the U.S. experience. The emphasis 
was not intended to be the development of conclusions or 
recommendations with respect to the Canadian or Ontario 
situation. 


Yours sincerely, 
, <a} 


oa 
Donald Ford 
President 
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EXECUTIVE SUMMARY 


INTRODUCTION 


The purpose of this study was to gather information on the 
U.S. experience with competition in long distance telephone 
service. The study was conducted in four main segments. The 
first was a review of all of the federal regulatory proceedings 
before the FCC beginning with the "Above 890" private microwave 
decision of 1959 and ending with the FCC's recent examination of 
the impact of several federal decisions on local rates in FCC 
Docket CC 83-788, which was completed in December of 1983. 


The second major segment of the study was an examination of 
the results of competition in terms of the market shares attained 
by the various competitors for interexchange telecommunications 
services. This part of the study found a significant lack of 
published data which necessitated the use of personal interviews 
to determine not only the marketing strategies of the 
competitors, but also some of the market data. 


The third phase of the study was the gathering of 
information on the marketing strategies of the competitors. 
Personal interviews were carried out with representatives of MCI, 
GTE-Sprint, the Federal Communications Commission (FCC), the 
National Association of Regulatory UCueity Commissioners 
(NARUC), the American Council for Competitive Telecommunications 
(ACCT), the Association of Long Distance Telephone Companies 
(ALTEL) , and representatives of several state regulatory 
commissions. A listing of individuals interviewed during the 
course of the study is contained in Appendix C. 


The fourth segment of the study was to examine changes in 
local rates during the period of increasing competition and to 
try to relate those changes in local rates to changes in the 
competitive situation. For this purpose, certain states where 
competition was generally acknowledged to be very strong were 
compared with states where competition was generally acknowledged 
to be minimal. It should be emphasized in this executive 
summary, however, that these comparisons may not be valid for any 
number of reasons, in large part because the state regulatory 
commissions which have jurisdiction over local rates are not 
working to a common set of objectives. 


Four separate papers were produced during the course of this 
study, one corresponding to each of the major segments of the 
study as described above. It had originally been planned to 
include each of these papers aS a separate chapter in this 
report. However, difficulties in gathering market data from 
public sources, as described above, and the logical association 
between marketing strategies and market shares, persuaded us that 
these two aspects of the study should be combined in one chapter. 


Digitized by the Internet Archive 
in 2024 with funding from 
University of Toronto 


https://archive.org/details/31/761118919059 
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Accordingly, this report is structured in three main parts, 
namely the history, the strategies and market shares, and the 
impact on local rates. 


While the emphasis in this study was to gather information 
rather than conduct analysis or make conclusions, we thought it 
would be useful to provide an overview of our findings, and also 
some conclusions which we felt would be useful to the Ministry, 
in a concluding chapter. summary of these findings and 


conclusions is also contained in this executive summary. 


OVERVIEW - THE DEVELOPMENT OF A COMPETITIVE ENVIRONMENT 


Specialized Common Carriers have been permitted to offer 
private line and private network services since the FCC's 
Specialized Common Carrier Decision of 1971, although the 
question of dial-up access or interconnection was not resolved 
until 1974. Resale of private line services by the Specialized 
Common Carriers was allowed in 1976. Also in 1976, the FCC found 
MCI's "Execunet" service to be unlawful because the FCC had 
authorized MCI to offer only private line services. MCI appealed 
the decision and the Court found that because the Commission had 
never made an affirmative determination that the public interest 
required a monopoly supplier in interstate toll service, a 
competitor's service could not be excluded from the marketplace. 


Once the Execunet service was authorized, the Bell Operating 
Companies (BoCs) developed a tariff for "Exchange Network 
Facilities for Interstate Access", or ENFIA. The ENFIA tariff 
was intended to be a temporary tariff pending the determination 
of access charges by the FCC in its MTS/WATS Market Inquiry 
(Docket CC 78-72). The FCC extended the inquiry beyond its 
original terms of reference because of its concern that bypass of 
ATsT would result in a loss of contribution to the local 
operating companies. The access charge determination later 
became the prime focus. Access charges under this Docket were to 
be imposed on April l, 1984, although a recent press release 
announced the delay of the imposition of access charges for 
residential and single line business service until June 1, 1985. 
A Universal Service Fund to assist in defraying the cost of local 
service in high cost areas was also established. 


In Docket CC 80-286, the FCC also set up a Joint Beard =-co 
reexamine the rules for allocation of exchange plant investment 
between interstate and intrastate services. To date, the FCC has 
accepted recommendations for freezing the SPF (Subscriber Plant 
Factor) which is used to allocate investment in non-traffic 
sensitive plant, and to phase Customer Premises Equipment (CPE) 
out of the separations process. 
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Part of the Modification of Final Judgment which settled the 
1974 Justice Department's anti-trust suit and resulted in the 
divestiture by AT&T of the Bell Operating Companies (BOCs) also 
called for the BOCs to offer equal access to all inter-LATA 
carriers by September 1, 1986. 


OVERVIEW - THE COMPETITORS 


The initial competitors for interexchange telecommunications 
Services were Microwave Communications Incorporated, now MCI, 
Southern Pacific with its Sprint service (recently purchased by 
GTE), and Datran (now bankrupt). MCI and Sprint offered 
discounted voice services, and Datran offered switched data 
services on a digital data network. 


With the deregulation of resale carriers and removal of the 
restrictions on reselling WATS and private line services, the 
competitive telecommunications market in the United States is 
currently composed of three major segments. The: first ofis;ec of 
course, AT&T with an estimated 92-94% of the interexchange voice 
telecommunications market. Total AT&T toll revenues in 1983 for 
interstate services were estimated to be $34 billion. MCI and 
Sprint, with a combination of their own facilities and the resale 
of AT&T's WATS services to provide universal termination, 
together account for approximately 75% of the remaining 
competitive market. With MCI being about twice the size of 
Sprint in terms of annual revenues, MCI has some 3-4% of the 
interstate market, with Sprint having 1.5-2%. The balance of the 
market share, eStimated at 1.5-2%, is taken up by a number of 
smaller and, in some cases, extremely small resale carriers 
estimated to number between 300 and 400. 


While the market share of the competitors measured in terms 
of the total interstate telecommunications market is of the order 
of 6-8%, AT&T points out that in terms of the "target markets", 
being major metropolitan areas and heavy users, the market share 
of the competitors is closer to 25 percent. 


In terms of market strategies, MGleeand eSprintiehave 
experienced steady growth in revenues by promoting themselves as 
providers of "cheap long distance service". More recently, 
however, in part because of competition from the resellers, MCI 
and Sprint have restructured their offerings, and are beginning 
to concentrate on data, integration of services and, generally, 
more sophisticated packages of services for their major corporate 
clients. The resellers tend to concentrate on adapting 
reasonably sophisticated technologies to offer service to 
specialized segments of the market. While their margins are 
being squeezed as rates for WATS, which they are reselling as 
MTS, are lowered in response to competition, it is likely that 
because of the minimum investment required, they will be able to 
react quickly to opportunities in the marketplace. Turnover, 
however, is expected to be high. 
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SUMMARY OF FINDINGS AND CONCLUSIONS 


The extent of competition is increasing at all levels - 
interstate, intrastate inter-LATA and intrastate intra-LATA. 
However, as the major competitors grow in size, they are 
subjected to competitive pressures which force them to broaden 
their definition of the market. As a result, they tend to lose 
some of the cost advantages they once had. This probably 
accounts for MCI's current attempts to diversify and to promote 
itself as a sophisticated provider of telecommunications 
services. Interestingly, as MCI and Sprint grow, they create an 
opportunity for smaller resellers to "cream-skim" in the more 
lucrative segments of the market. The resellers are virtually 
unregulated both as to tariffs and entry. 


The implementation of access charges, particularly the 
phasing-in of these charges during the period up to June 1986 
when equal access to all interstate carriers will be provided, is 
a critical period for the regulators, legislators and competing 
carriers. 


There is no apparent direct relationship between the extent 
of competition and increases in local rates. However, with only 
a 6-8% share of the total interstate market, the Other Common 
Carriers and resellers could not be expected to have a 
significant impact compared with other variables. 


There is widespread concern about the impact on local rates. 
The FCC has implemented a Universal Service Fund to help defray 
the costs in high-cost areas. Furthermore, the visibility of 
access charges, compared with the relatively invisible 
contribution under the jurisdictional separations process, should 
help to promote efficiency of operation among the local exchange 
companies. 


As long as access charges are reasonable, "local bypass" 
will be avoided. However, the major competitors (MCI and Sprint) 
will establish multiple points of entry within the LATAs if 
access charges are too high. This could lead to a_ significant 
drop in local revenues with little decrease in costs in the short 
term. Local rates could be affected to a significant extent. 


There is widespread concern among the independent telephone 
companies, particularly the smaller independents and 
cooperatives, that the loss of toll contribution will have a 
severe impact on their viability in spite of the Universal 
Service Fund. The gradual loss of control at the state level due 
to the federal preemption of state jurisdiction on a number of 
matters iS a concern to state regulators, small independents and 
consumer groups. Generally speaking, they are all resisting any 
further changes to the current regulatory and competitive 
environment. 
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THE DEVELOPMENT OF A COMPETITIVE ENVIRONMENT 


INTRODUCTION 


This chapter provides a detailed history of regulatory 
events in the U.S.A. which led to the present competitive 
situation in telecommunications, with particular emphasis on 
competition in long distance services. In order to provide the 
appropriate context for the detailed examination, it begins with 
a brief description of the development of the industry and the 
structure of the industry at the time of the first decisions 
which appeared to indicate a change towards increased competi- 
tion. These decisions, including the “Hush-a-Phone”, "Carter- 
fone" and "Above 890" decisions, appear, in retrospect, to have 
been the turning point towards increased competition. 


We feel it is appropriate to isolate those decisions of the 
FCC which have an impact on private line competition from those 
which affect competition in public switched services. 
Accordingly, in the section entitled "The Advent of Competition" 
we have provided an overview of the early decisions which are 
involved, up to but not including the MCI Execunet caSe. In the 
section entitled "Decisions Creating a Competitive MTS 
Environment", we have provided details of the most recent Dockets 
which relate to competition, beginning with the Execunet case. 


It should be pointed out that many of the Dockets involved 
are subject to further reconsideration by the FCC or the Courts. 
Unlike the situation in Canada, it is quite common for the FCC to 
re-examine certain decisions on its own motion or following a 
petition from one of the parties affected. The likelihood of a 
decision being subjected to judicial review is also much greater 
in the U.S. Accordingly, a matter which appears to have been 
decided can often arise at some future time. Many of these 
Dockets go on for ten years or more, and through tentative 
decisions, final decisions, reconsiderations, further 
reconsiderations, etc. In carrying out this study, we have 
searched the literature thoroughly in order to obtain the most 
recent decision or order for each Docket. However, it should be 
pointed out that these decisions could be rendered obsolete at 
any time by the issuance of a new decision or Court 21 Ee Mets te 


While not strictly speaking a matter before the FCC, the 
AT&T Divestiture also has great significance for the competitive 
environment. We have therefore provided a detailed examination 
of this proceeding in a separate section. 


As with any subject of this nature, terminology is often a 
problem. Many of the Dockets referred to in this paper have been 
given "nicknames" over time, such as "Above 890", "Computer ney 
"Specialized Common Carrier", etc. To assist the reader in this 
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respect, we have also provided a list of abbreviations and Dock- 
ets in Appendix A. Appendix B contains a summary of the FCC 
Decisions referred to in the text. 


STRUCTURE OF THE INDUSTRY 


The rationalization of the telecommunications industry began 
in earnest in the early 1900's. Price competition between AT&T 
(Bell) and the independent telephone companies forced profit 
margins to the point where the independents were receptive to 
merger. With the increasing importance of long-haul, AT&T's 
advantage over the independents was increasing. 


In 1909, AT&T purchased 30% of Western Union's stock along 
with sufficient voting rights to give it control. During the 
1907-1912 period, Bell's acquisitions combined with growth in 
demand provided it with a 62% increase in total telephones, while 
the independents increased their total telephones by only 22%. 
The market share of the independents decreased from 49% to 42% 
during this period. 


AT&T was concerned that provisions of the Sherman Act would 
be used to dissolve the monopoly, and accordingly it entered into 
negotiations with the U.S. Attorney General. Treo yy er cie 
Kingsbury Commitment was reached by which AT&T agreed to dispose 
of its Western Union stock, allow interconnection with the 
independents, and refrain from acquiring any directly competing 
companies. With interconnection, the independents effectively 
gained an interest in the Bell system because of the extent of 
the Bell lines. They were therefore less likely to establish a 
competitive long distance system. From AT&T's perspective, the 
Kingsbury Commitment appeared to be a trade-off of short term 
control for long term industry dominance. 


In 1921, the Willis-Graham Act was enacted, exempting 
telephone mergers from Anti-Trust review if approved by the 
regulatory authorities. The bill was supported by both Bell and 
the independents. As the Willis-Graham Act ended the Kingsbury 
Commitment, it introduced another increase in the rate of 
telephone company mergers. By 1932, mergers and more rapid 
growth had given Bell a 79% market share. 


The Communications Act of 1934 created the Federal Communi- 
cations Commission (FCC) and strengthened and centralized regul- 
ation. -Authority over rates was increased and tariffs were 
required to be posted in advance. By 1934, AT&T owned approx- 
imately 80% of the telephones in the U.S., and also owned the 
only significant long distance network. 


During the years which followed, local entry was prohib- 
ited by state control, and toll entry was limited by AT&T's 
control over rights-of-way and also its control, through patents, 
of much of the long distance technology. 


-7900 DEE “Enel 


Si afd 2d 


; ; | — 
a a iy Ta 7 ‘ite os (- Fi hs sites oa vale ' 
Ost a af to . sone 7 roan! Wits 2h 4 
a” a, Bs aie i Bev atjeh nogeba atid 3 
; . aid ar) ¥: 
t pha | tifa. 2 ann 
aoe babade = 
} oo = 
ina A 
Ih 2 aT. Les es 
Qinasibed etadbasesto! “edd 20° “siete Peni 
| ad = a 
j 
yt hye $ to aL Vouk = 
r hae Se Sr ~ Lote 
: YOR JUS i a. 
. Hn hay 
. te Z oP, 4400 
is 62 4 ; 2 hr Ao »e-- re 
mr Gay i+ Gol SOs Hrog ofr 
é . tie PIEVC Ad & ry Si0 5S 
4 raxi tape t 3 1O0%a tern Gorey: 
; “TSrA Bors sere ce 
; . 2 jeut € Bd'a> Hetlogy 
Sc(ssT MOD. yIAeue 


Pcie xrg rete 2 W set). ae ing (iB, mt") re 
“af Sua eee - wotves wads Sti ak" 
he J138 “(od Vd Bednome Saw Tfgo ant 
nougegq? se gt) Gatien ‘cae £554 > atri Liv Sy 
ths ‘938% => emi cs ok AL. redone if 
ax a hs EB taey . = “9 5 sie pet : cep 7 


} 

t. 

f 
beh 

‘. 
—— 

> 


6 . 
re oey : : 
= PLETE a! by 80 


~~ ibe Seer ~~ fe 5 his he i ns 


qraw 82 tive?’ Bae A sian) eae 
ae Tey La aire 5S ate, : 
att berms offs Dis 


Paap a5y —as Ne Les } 
Taya yd ‘Setamhl saw 
Seaaeres AevoOTas thes oD 
5 - = 
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A major study carried out by the FCC of AT&T resulted in a 
"Proposed Report" which advocated direct regulation of AT&T's 
manufacturing subsidiary, Western Electric, and also advocated 
competitive bidding for the operating companies in order to 
eliminate the close ties between the operating companies and 
Western Electric. This report was issued in 1938. The final 
report, issued in 1939, did not contain these recommendations. 


AT&T made voluntary reductions in toll rates which seemed to 
keep its regulator satisfied that the rates were not exceSSive. 
As a result, no full-scale investigation of AT&T's rates was 
initiated until the 1960's. 


During the 1940's, the implementation of microwave 
technology became a reality. The FCC issued experimental 
licences but was reluctant to grant permanent licences. 1945 saw 
Philco build the first operational link between Washington and 
Philadelphia. In 1947, AT&T constructed links between New York 
and Boston. Thereafter, AT&T emphasized microwave and de- 
emphasized coaxial cable in its R&D programs. 


In 1948, the FCC reserved permanent use of the microwave 
frequencies for the common carriers, in accordance with the 
policy advocated by AT&T. Because AT&T could not meet network 
demand for video carriage, the networks were authorized to build 
temporary systems until common carrier facilities became 
available. In a tariff filed in 1948, which was its first video 
tariff, AT&T imposed a strict prohibition on interconnection of 
its facilities with private networks. Philco sued AT&T, lost, 
then withdrew from the microwave field. 


In 1949, the FCC issued a decision requiring AT&T to 
interconnect with broadcast company systems, but not with other 
carriers such as Western Union. This decision was affirmed in 
1952 when the FCC ruled that because there were adequate Bell 
facilities on the route served by Western Union, there would be 
no public interest in connecting Western Union into the network. 


A 1958 FCC ruling allowed broadcasters to operate microwave 
systems as long as no interconnection was required with the 
facilities of AT&T. Competition was effectively eliminated by 
the 1952 decision, and the 1958 decision did not change the 
situation. 


In 1949, the U.S. Justice Department filed a Sherman Act 
anti-trust suit against AT&T and Western Electric based on the 
FCC investigation of the 1930's. The main point of the suit was 
the separation of monopoly services from unregulated equipment 
supply undertakings. AT&T had the trial deferred a number of 
times by taking on defense commitments, etc., and this eventually 
led to negotiations for a consent decree. 


Agreement on the Consent Decree was reached in 1956. Lt 
allowed the existing arrangements among the various companies of 
the Bell System to continue. AT&T was “enjoined and restrained 
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from engaging, either directly or indirectly through its sub- 
sidiaries other than Western and Western's subsidiaries, in any 
business other than the furnishing of common carrier communi- 
cations services", with minor specified exemptions. Similarly, 
Western Electric was “enjoined ... from engaging ... in any 
business not of a character or type engaged in by Western or its 
subsidiaries for companies of the Bell System", with certain 
exemptions. AT&T was also required to issue royalty-free patents 
to any applicant except those who were party to a cross-licensing 
agreement (GE, RCA and Westinghouse). The rationale for the 
removal of patent protection was that the regulators controlled 
entry, and therefore patent protection was not required. 


By the time of the Consent Decree, the barriers to entry 
were high. The FCC offered AT&T a high degree of protection, 
AT&T owned and/or controlled the operating companies, restric— 
tions on interconnection were in place, and the ability of a new 
entrant to compete with AT&T given the economies of scale avail- 
able to AT&T was questionable. However, the incentives to entry 
were also high because of AT&T's pricing policies. No restric- 
tions had been placed on AT&T's interstate rate of return by the 
IccC or the FCC. The rates were based on distance with no volume 
discounts. 


Another significant factor was the extent of cross-subsidi- 
zation of local by toll. The principle of cost allocation in use 
was that costs should be shared according to relative use. Over 
time, local was assigned an increasingly larger share of the 
costs. State regulators generally supported the increased cross- 
subsidization because the revenue requirement of the local com- 
panies was thereby decreased. The FCC took no action because 
toll rates were falling. Accordingly, instead of the cost-driven 
situation which would have resulted in declining toll rates and 
increasing local rates, toll was allowed to increasingly 
subsidize local. This further increased the incentive for 
competing carriers to enter the market. 


At the time of the 1956 Consent Decree, then, the structure 
of the U.S. telecommunications industry was as follows: 


e AT&T was the major carrier having ownership of 
approximately 80 % of the telephones through the 
Bell Operating Companies (BOC'S). 


e AT&T operated the only long distance network. 


® Interconnection with AT&T's facilities was severely 
restricted. 


e AT&T's long distance pricing policies provided a 
strong incentive to enter the market because of the 
extent of cross-subsidization of local by tolls 
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THE ADVENT OF COMPETITION 


A number of early decisions of the FCC had a bearing on the 
eventual competitive environment. The first to break the 
restriction on attachments, even passive attachments, was the Hush- 
A-Phone Case (Docket 9189). 


The Hush-a-Phone was a passive device which clipped onto the 
telephone and reportedly improved the quality of service in noisy 
locations. AT&T informed users that the device was illegal and 
threatened to suspend service. Hush-a-Phone complained to the 
FCC in December 1948. In a December 1955 decision, the FCC ruled 
against the complainant. Hush-a~-Phone appealed and won. The 
AT&T tariff was amended to allow the attachment of "passive 
devices". 


While it was not given as much attention as the "Carterfone" 
case described below, we believe that the July 1959 "Above 890" 
Decision (Docket 11866) in which it authorized the private 
ownership of microwave facilities represented a fundamental 
change in the Commission's attitude towards competition. The FCC 
decided that there were enough frequencies for common Carrier 
and private users and explicitly ruled that the availability of 
common carrier facilities would not be a factor in granting 
private microwave applications. However, the sharing of private 
systems was not permitted. Interconnection was to be determined 
on a case-by-case basis. 


This decision did not go into effect immediately because of 
petitions from the common carriers requesting reconsideration. 
In October 1960, the FCC reaffirmed its original decision. 


It should be emphasized that this decision did not create an 
opportunity for widespread competition in long-haul. The re- 
strictions on interconnection and sharing limited the application 
to firms which had a large volume of point-to-point communi- 
cations. However, even this small amount of potential competi- 
tion elicited a strong response from AT&T. Four months after the 
final decision was issued, AT&T filed its Telpak tariff which 
provided discounts of the order of 50 to 85% for 12 to 240 point- 
to-point private lines. 


The Carterfone case (Dockets 16942 and 17073) is often 
described as the turning point towards competition. Lies hea 
Significant decision from the perspective of terminal attachment. 
The Carterfone was a device which transmitted signals from a 
mobile radio transmitter into the telephone handset and vice- 
versa. In 1960, the FCC informed the company that the device did 
not violate FCC rules, but did violate the AT&T tariff. AT&T 
threatened to suspend service to Carterfone uSers. Carter filed 
an anti-trust suit against AT&T, but the court passed it back to 
the FCC. In 1966, the FCC instituted an investigation , and in 
1968 it ruled that the device violated the tariff, but that the 
tariff itself was illegal. 
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DA FORD AND ASSOCIATES LTD . 

As mentioned earlier, we find that the "Above 890" Gecision, 
which resulted in AT&T implementing the bulk private line 
discount Telpak tariff, to be more significant from a toll 
competition perspective. insecacth, for purposes of this 
research, we have formulated a framework which highlights the 
significant regulatory proceedings respecting competition, and at 
the same time illustrates the relationship of these proceedings . 
to costing and terminal attachment proceedings. This framework 
is illustrated in Exhibit 1, opposite. 


The remainder of this section describes the history of the 
proceedings from Docket 11866 (Above 890) through Docket 19896 
(Access to CCSA and FX). The costing and rate proceedings which 
went on through this same period also had an impact on 
competition, as did those concerned with what we term the "Scope 
of Authority", particularly Computer I. 


Above 890 and the Telpak Response 


In “Above 890", (Docket 11866), the FCC decided that there 
were enough frequencies for both common carrier and private 
users. With respect to whether the Commission should, as a 
matter of law or policy, protect the common carriers from adverse 
economic effects, the FCC found no basis that any adverse 
economic effects would result. 


The response of AT&T to the Above 890 decision was the filing 
of a rate schedule providing for bulk discounts for a number of 
point-to-point channels to one customer, known as the Telpak 
service. The rates proposed provided discounts compared to 
single private lines ranging from 50% for 12 voice grade circuits 
(Telpak A) to 85% for 240 voice grade circuits (Telpak D). 


Motorola and Western Union requested the suspension of the 
Telpak tariff. The FCC suspended it for the maximum period 
permitted by law (90 days) and began an investigation which took 
four years (Docket 14251). In December 1964, the FCC found that 
the Telpak service was indistinguishable from ordinary private 
line service since the same facilities were used. Accordingly, 
the rates were found to be discriminatory. Under the 
Communications Act, discriminatory rates are not permitted unless 
they are both compensatory and justified by competitive 
necessity. The Telpak A&B rates were found not to be justified 
and were cancelled. The Telpak C&D rates were found to be 
justified, but whether or not they were compensatory could not be 
determined. 
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OD A FORD AND ASSOCIATES LTD 
Costing and Rates 


Following from the Telpak Inquiry (Docket 14251) and from 
the Domestic Telegraph Investigation (Docket 14650), which 
included an examination of cross-subsidy between monopoly and 
competitive services (the 7-Way Cost Study), a broader inquiry 
into AT&T's interstate tariffs was initiated. 


None of these inquiries were ever really completed. Since 
the FCC's authority was somewhat limited (it could suspend 
tariffs for 90 days), any tariffs found unlawful could be refiled 
in a slightly different form. As a result, the Commission was 
often trying to catch up to AT&T. Current dockets would be 
consolidated into later dockets, and the process would begin 
again. This gave AT&T considerable freedom to respond to forces 
of competition. As described later, AT&T made a competitive 
response to each of the new stages of competition. 


During the period of the Domsat and Specialized Common 
Carrier proceedings described below, a significant costing 
proceeding was taking place in Docket 18128 (which incorporated 
Docket 16258). This proceeding had relevance to the competitive 
situation because, for example, AT&T proposed an incremental 
costing methodology for competitive services such as private 
line, while the FCC favoured fully distributed costing. The 
final resolution did not take place until 1976 with the adoption 
of the Method 7 Fully Distributed Costing Methodology, which was 
well after several of the significant competition/market entry 
decisions had been made. : 


Specialized Common Carrier 


In response to applications from MCI and Datran,,7,the ~ BCC 
began an inquiry into the requirement for specialized common 
carriers. The need was primarily seen to be data communications, 
and the Commission found it was in the public interest. 
Accordingly, the Commission authorized the specialized common 
carriers to offer private line services. it is important to note 
that these applications were brought before the federal 
communications regulatory authority, not the state commissions. 


AT&T made several responses. One was to file its "Hi-Lo" 
private line tariff which provided much lower rates in high 
density areas (two years later the FCC found th@ss soda ed 
unreasonable). A second response was to refuse to interconnect 
with the specialized common carriers, Or to make the 
interconnection as inconvenient as possible. Tt tried to bring 
interconnection under state regulation by filing tarites with the 
state commissions. This resulted in Docket 19896, in which the 
FCC ordered AT&T and the Bell System Companies. to interconnect 
with the specialized common carriers for all their interstate 
services, and to file tariffs with the FCC. The facilities to be 
supplied were to be similar to those provided to AT&T's Long 
Lines Department. 
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This matter waS again taken up in Docket 20099. Following 
the filing of a tariff for access to domestic satellite 
facilities, the Commission instituted Docket 20099 to look into 
all Bsoc tariffs offering facilities for use by other common 
carriers. A process of negotiation was followed, with resolution 
in the form of a joint motion which the Commission accepted in 
1975. 


Domestic Satellites 


The next significant market entry proposal was the Domestic 
Satellite Proceeding (Docket 16495). in 1966, in response to two 
studies on domestic satellites carried out by the executive 
branch, the FCC instituted a proceeding to explore the questions 
relating to domestic telecommunications satellites. The 
significant decision in this docket was the Second Report, known 
as Domsat II which adopted an "open skies" policy. Conditions 
were imposed on AT&T. 


While this proceeding began well before the specialized 
common carrier proceeding, it did not result in a substantive 
decision until 1972 with the Domsat Il decision. 


The BOC's responded with a tariff for access to Domsat 
facilities almost immediately. As noted earlier, this resulted 
in a broader inquiry into BOC offerings to other common carriers. 


Scope of Regulation 


During the period of Domsat and Specialized Common Carrier, 
the Commission's Computer I proceeding (Docket 16979), along with 
Carterfone (Docket 16942), was also taking place. While the 
issues in Computer I are quite different from those of 
Specialized Common Carrier, it is quite likely that the concern 
with data processing and communications in the Computer I inquiry 
did have some impact on the Commission's understanding of the 
significance of computer communications. This might have 
accounted in part for the rather expeditious manner in which the 
Specialized Common Carrier decision was made. 


The “maximum separation" rules certainly demonstrated the 
Commission's concern for the opportunity afforded monopoly 
carriers to cross-subsidize other undertakings. This decision 
did not apply to AT&T because the 1956 Consent Decree already 
restricted AT&T's activities. 


During the later part of this period, the Commission also 
initiated its terminal interconnection proceeding (Docket 19528). 
Terminal interconnection was gradually liberated during this 
period. 
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DA FORD AND ASSOCIATES LTD 


Sharing and Resale 


In 1974, the FCC began an inquiry into whether sharing or 
resale should be allowed, and if so, how it should be regulated. 
In 1976, which enters into the Execunet period, the Commission 
did approve of sharing and resale of private line by specialized 
common carriers, but, with the exception of the requirement to 
demonstrate public convenience and necessity, resale carriers 
were to be regulated inthe same way as all other common 
carriers. That is, only the entry provisions were relaxed. 


General Inquiry into Effects of Competition 


Docket 20003 was instituted as a broad fact-finding 
investigation into the economic effects and interactions of 
several telecommunications industry and regulatory policies and 
practices, in particular competition in private line and terminal 
equipment, cost separation and rate structure for local rates. 
At the heart of this proceeding was the impact on local telephone 
rates. 


In its First Report issued in 1976, the Commission found 
little, if any, adverse impact on revenues or local rates. 


The Competitive Situation to 1976 


By 1976, competition was restricted to the private line 
field, although with the advent of resale carriers, a great 
variety of services were available on a competitive basis. AT&T 
had made responses, by competitive rate action and anti- 
competitive interconnection. These activities, however, were 
subjected to close scrutiny by the FCC, in large part because of 
the actions of its competitors in bringing matters before the 
regulator. 


MCI and Southern Pacific (Sprint) as well as other 
specialized common carriers were offering FX service and private 
network services as well as private line services. Datran, 
however, had by this time declared bankruptcy as it was unable to 
withstand the competitive forces brought to bear by AT&T when it 
built a digital data network to compete with Datran. Datran's 
network wasS purchased by Southern Pacific. 


DECISIONS CREATING A COMPETITIVE MTS ENVIRONMENT 


MCI extended its range of services by offering what it 
termed a “Shared private line" service. Lot Muledita tarirt- for 
this offering, known as Execunet, in January 1975 and _ began 
marketing the service. While it was described as "Shared FX", it 
could be rented by the minute. It was, of course, a message 
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(A FORD ANG) ASSOCIATES LTO 


telecommunications service. There was a monthly minimum charge 
and, because not all areas of the country were served, it was 
less flexible than Bell's offering. 


AT&T subscribed to the service, found it to be competitive 
with MTS/WATS and complained to the Commission in May 1975. rn 
July, the FCC rejected the Execunet tariff as being unlawful 
because MCI was restricted to private line services under the 
Specialized Common Carrier Decision. MCI appealed on procedural 
grounds and was granted a stay. The FCC called for comments. 


The Execunet Case and Bell's Response 


In Docket 20640, the Commission reaffirmed its earlier 
decision in a further decision adopted June 30, 1976. It ordered 
MCI to discontinue the Execunet service. MCI again appealed the 
decision, and also obtained a partial stay of the Commission's 
order under which it could continue to provide service to 
existing customers. 


In July 1977, the Appeal Court reversed the FCC's decision, 
ruling that because the Commission had never made an affirmative 
determination that the public interest required a monopoly 
supplier in interstate toll service, a competitor's service could 
not be excluded from the marketplace. 


Bell's response to this was to refuse CO provide 
interconnection to the Execunet service, and the FCC concurred. 
MCI again sought redress in the courts and was successful. On 
April 14, 1978 the Appeals Court ordered AT&T to provide 
interconnection to MCI. 


Like Services 


In a proceeding which began prior to the Execunet caSe, but 
which was not decided until later, the FCC in Docket 21402 fcund 
WATS and MTS to be "like communications services" within the 
meaning of the Act because they are functionally equivalent. 
AT&T was ordered to either eliminate elle justify its 
discrimination in pricing these services at different rates. En 
a 1980 decision in this docket, the Commission emphasized that it 
was not trying to eliminate WATS, but was merely requiring AT&T 
to prove the reasonableness of any discrimination. 


The impact of this docket on the competitive situation is 
not clear. It was initiated at a time when competition in MTS 
was not at issue, but the rendering of a decision at the time it 
did could indicate a growing dissatisfaction within the FCC for 
Bell's anti-competitive tactics. 
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LD) A FORD AND ASSOCIATES LTD 


The MTS/WATS Market Structure Inquiry 


Immediately following the Court's decision that Execunet was 
legal, the Commission instituted an inquiry in Docket CC 78-72, 
the purpose of which was to determine whether the public interest 
requires that interstate message toll and/or WATS should be 
provided on a sole-source basis. In addition to examining the 
effect of market structure on rates and operations, it was to 
examine the possible effects of competition on the interstate MTS 
rate structure and local exchange rates. Finally, it was to 
determine appropriate access arrangements for all carriers who 
utilize local exchange facilities to provide interstate services. 


This docket is still underway at the present time. The 
emphasis turned more towards access charges as the proceedings 
developed. In view of the interim ENFIA arrangements which were 
entered ‘into, it is more logical to consider this docket again 
following an examination of ENFIA. 


Exchange Network Facilities for Interstate Access 


Immediately following a Supreme Court decision not to review 
the interconnection order, the Bell System Companies filed a 
tariff with the FCC seeking to offer to the specialized common 
carriers "Exchange Network Facilities for Interstate Access" or 
ENFIA. The rates under this tariff were much higher than the 
local business line rates which the specialized common carriers 
had been paying. 


In order to avoid a protracted hearing process, the FCC, in 
response to a request from the Assistant Secretary of Commerce 
for Communications, urged the parties to try and reach a 
negotiated settlement. In recognition that a change to the 
separations approach would have a serious impact on the 
specialized common carriers, the agreement opted for a phasing in 
based on total revenues. It was intended to be an interim 
agreement. Paragraph 6 provides that the interim charges will be 
superseded by charges filed pursuant to an order of the 
Commission in the MTS/WATS Market Structure Inquiry (Docket Ct 
78-72). : 


In 1979, the Commission approved the agreement on a_ three 
year term basis. In 1982, as access charges still had not been 
prescribed, a two year extension was approved. 


AT&T has applied several times to have the rates under the 
ENFIA tariff revised. However, the nominal discount of 45% has 
been maintained and, as explained in Appendix B, this reaily 
amounts to a discount of close to 70% in the case of the major 
specialized common carriers. The rationale for the discount is 
that under ENFIA, the user receives a lower signal quality, must 
use touch-tone, does not receive a detailed billing and may have 
to dial up to 22 digits to make a call. 
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DA FORD AND ASSOCIATES LTD 


MTS/WATS Market Structure (Cont'd) 


Following the ENFIA Agreement, the Commission issued a 
Second Supplemental Notice containing a proposed access charge 
plan, and also announced it would issue a separate notice to 
revise the FCC-NARUC Separations Manual. The Commission's 
concern in developing an access charge was that competition in 
MTS/WATS would lead to bypass of AT&T's toll facilities by large 
users and a loss of the contribution from those users to the 
BOC's local exchange operations. 


On August 1, 1980, almost five years after the introduction 
of Execunet, the Commission declared MTS/WATS competition to be 
in the public interest. 


In 1982, following the announcement of the AT&T divestiture, 
the Commission announced that several issues required further 
discussion before an access charge plan could be adopted. These 
issues were related to the non-traffic sensitive (NTS) costs and 
differences in interconnection quality. 


In 1983, the FCC announced its conclusion that a substantial 
portion of fixed exchange plant costs that are assigned to 
interstate services should be recovered through flat per line 
charges assessed upon end uSers. A Universal Service Fund was 
announced to preserve universal service. A transition plan was 
found to be necessary to avoid disparities in rates. Later in 
1983, the FCC announced it was undertaking a 7-year monitoring of 
the effects of the interstate access charges on local rates. in 
the most recent decisions in this docket, the Commission 
announced a postponement of the implementation date to April 1, 
1984 with a further reprieve until June 1985 for residential and 
single-line business customers. 


Tariff/Competition Matters 


Concurrent with the MTS/WATS Market Inquiry and the various 
aspects of the ENFIA Docket, the FCC was conducting a number of 
other inguiries which have implications for the competitive 
environment. These include Docket CC 79-246 (Private Line 
Discount Practices), Docket CC 80-54 (Resale and Shared Use - 
WATS) , Docket CC 80-765 (WATS Tariff), Docket CC 82-44 (Resale of 
Private Line), Docket CC 82-45 (Transponder Sales) and Docket CC 
82-619 (Application of ENFIA). 


In the Private Line Discount Practices case, the Commission 
expressed its belief that AT&T's complex private line tariffs 
"tend to thwart the operations of the competitive marketplace by 
making it difficult for customers to understand their options and 
intelligently choose the most advantageous". AT&T was ordered to 
submit a proposal for restructuring its private line offerings. 
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LA FORD AND ASS ICIATE'S LTD 


In Resale and Shared Use - WATS, the Commission permitted 
unlimited resale and shared use of MTS and WATS, while in WATS 
Tariff, it was looking into whether the difference in rates 
between MTS and WATS was justified, and whether a unified PSN 
tariff would overcome the discrimination. 


In Resale of Private Line, the Commission began looking into 
the potential unlimited resale of private line services to 
provide MTS or WATS or equivalents thereof. 


In Transponder Sales, the Commission authorized the sale of 
Domsat transponders on a non-common carriage basis. 


The Application of ENFIA (Docket CC 82-619) also has 
implications for competition in the marketplace inasmuch as it 
clarifies the application of the ENFIA tariff to all interstate 
MTS/WATS-type services except for the resale of MTS and WATS. 


Scope of Regulation 


Two significant inquiries regarding the extent of 
regulation, or deregulation, were also taking place during this 
period of rapidly increasing competition. 


Computer II (Docket 20828), an extensive inquiry into the 
regulation of enhanced services and customer premises equipment 
(CPE), was carried out over the 1976-1981 period. The FCC found, 
in its 1980 decision, that the provision of enhanced services and 
CPE was not subject to regulation. It required AT&T to offer 
enhanced services and CPE through a separate subsidiary, and 
required other common carriers to maintain separate books of 
account and to purchase transmission capacity at tariffed rates 
for the provision of enhanced services. Unlike Computer I, this 
decision applied to AT&T and, to an extent, authorized AT&T to 
engage in business opportunities which the 1956 Consent Decree 
199 ed Oe MS 9 Such opportunities, of course, were not necessarily 
envisioned at the time of the Consent Decree. 


In subsequent decisions which fine-tuned the implementation 
of Computer II, the FCC adopted a "bifurcated approach" to 
separate new CPE and embedded CPE, rather than a "flash-cut" 
approach. 


Docket CC 79-105 (Station Connections) was instituted by the 
Commission (as a "logical extension of Computer II") to look into 
deregulation of inside wiring. Expensing, aS opposed to 
capitalizing, of inside wiring was ordered, with a gradual 
phasing in over the 1981-84 period, and with a ten-year 
amortization of embedded investment. 


Docket CC 81-893 (Computer II Implementation) was instituted 


to examine ways of removing over $20 billion in CPE from the rate 
bases of the regulated carriers. 
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DA FORD AND ASSOCIATES LTD 


In Docket CC 83-115 (Structural Separation), the Commission 
requested comments on whether the divested BOC's should, like 
AT&T, be required to offer enhanced services and CPE through 
Separate subsidiaries. 


It should be noted that two of the decisions described above 
involved the preemption of state regulation of intrastate 
matters. Both Computer II and Station Connections imposed 
federal jurisdiction on state regulatory commissions. A similar 
Situation exists with respect to depreciation, wherein state 
commissions are obliged to respect federal decisions on methods 
and rates of depreciation. These preemptions have been upheld by 
the courts as necessary to prevent the frustration of federal 
policies. 


Another Significant decision affecting the competitive 
environment was the Competitive Carrier deregulation decision 
(Docket CC 79-252). In its First Report in 1980, which 
classified common carriers on the basis of their dominance or 
power in the marketplace, AT&T, the independents, Western Union, 
the Domsats, Domsat resellers and Miscellaneous Common Carriers 
(MCC's) were found to be dominant. Specialized Common Carriers 
and resale carriers were found to be non-dominant. in 1982, 
resale carriers were further deregulated to the point that entry 
and rates were unregulated. 


Costing and Allocation 


All of the decisions described above with respect to 
increased competition and deregulation of CPE and_ station 
connections have implications for the interstate/intrastate 
separations process. The converse is also true. The allocation 
of costs between interstate and intrastate also has an impact on 
the competitive environment. 


The FCC instituted two dockets in this respect. The first 
was Docket CC 78-196 which was established to revise the Uniform 
System of Accounts. [ngaslater Notice in this sDocket,, othe. FCC 
noted that the USOA must interrelate with the FCC-NARUC 
Separations Manual as well as a number of other FCC inquiries. 
The second was Docket CC 79-245 (Cost Allocation Manual) which 
sought to establish rules for the allocation of costs for AT&T's 
interstate services, and noted that Fully Distributed Costing 
Method 7 was "impracticable". The Commission also noted that the 
access charge methodology to result from Docket CC 78-72 would 
become the basis for the allocation of those services covered by 
the charge. 


Another significant proceeding was the Joint Board (Docket 
CC 80-286) which is described in detail in Appendix B. The Joint 
Board was eStablished to reexamine the rules for allocation of 
exchange plant between interstate and intrastate services. To 
date, the FCC has adopted Joint Board recommendations to freeze 
the SPF (Subscriber Plant Factor) and to phase CPE out of the 
separations process. 


18 


AgiasloenS age: A ig heey | } _ 
eit  bitrods — : bedauedh 2 
= 2 a 


vids bettreeb ee. a fo ows sips 
adaqsinet 304 ta” t£28 

facet eno! soe = pe 3 AL gs Py 

satietea « .BH0r Ea rege 7 1a + eFete. tit bs 

s257u niaisiiv » ee aaaee ot -sysdas: tele Bh . olssuy. 
aBojco oo otoleksekt Seehei -teened 2 Sand cll ee oe hae dame 
vc Stetau. oes ou ae Ends $o8e3<) ig oftealrneagedh %o° Ande’. bs 


= . “- j a ; 7 : ms Bas 
0 so au see | od v7 taaevort ‘@aiteo of 
’ 7 - i - _ ' - le BLS i . 

.. > ¥ 7 ¥ as Fy ; f . 4 hae 


Ta \ietko? bate) fe) © pan z 
OS red | ete cho 3° OR 
reds 4 2o@ of od sees 


A ae suoties Ksudsacsh noi inh 
492: 20 aersslugsiad ” , 
Ecesgak eee: 10} - angsdtantd 


»@. ‘ — Ay hu « $id > ‘oats. ‘aay Sas, : 
ne Sih af Saasedetas wea 


— 


ie hed ie 
Fon 10 atae Ai bat hs f sone m-20.% vB 
ae Astle sts toe ist, Satin, oY age 3 a 40¢ 
2 34070 2e aan ste Liew aa: bageah. srolsenngie 
Saviam rakensoht ee | 
*Gl-ssaon Do HMOLSBOOR @Hd 362 SOLUS Bek i ded 
cit: pe «i eae Seth ai! a Pe ‘herb: ‘Sas. 86570108 : 
end ed: BS: 08 bein. ao asl no Sao. .*xidspidosstuk’ 4 + Ses tha 
el goie <SF ‘SU tasioo@ sot bee ieeer os eo ‘tem se5ado. eas 
ud Bet: eas eae rods id ottsoolis.sd¢ 10% fiesd ode 4 


sires eine Teqesh. owt dato peeRee SY. 98 


- 


ia ed | 
uf ee . ae 


Face ie a 44 Ae pwd x @ ; i) : 
2» So psnenne  eehen a. | 

of - .epetvies ps MIRBA: | 

speett G3: oe | ietinid 

ef: tf 08'S eg Os: 


2 = 
a ee 
D 
‘al Co 
g 


() A FORD AND ASSOCIATES LTD 


ACTIVITIES AT THE STATE LEVEL 


Under the division of jurisdiction in the United States, the 
state regulatory boards and commissions have jurisdiction over 
all intrastate telecommunications. As a result, there is a broad 
range of activities and proceedings with respect to competition 
going on at the state level. 


The states of Texas and Washington, and the District of 
Columbia, have no entry authorization requirements. Until three 
years ago, TexaS was almost the only state which had a 
significant amount of intrastate competition. 


The State of Michigan 


Until recently, the Other Common Carriers have shown little 
interest in the State of Michigan. Since about 1978, MCI, Sprint 
and several others would complete an intrastate call within 
Michigan, but they did not purport to offer this service, and the 
Michigan Public Service Commission did not try to prevent this 
because they did not feel it was doing much harm. 


MCI and Sprint applied for authorizations to offer 
intrastate toll service in December, 1983. As a result, the 
State of Michigan reopened an earlier proceeding with respect to 
competition, and began proceedings in February. The decision 
should be issued in July, 1984. © 


The State of New York 


In New York State, the New York Public Service Commission 
has just approved intra-LATA competition on a conditional basis. 
Hearings are now in progress on intra-LATA competition and bypass 
of local service. 


Intercity competition was authorized about one year ago. 
MCI, SBS and a_ subsidiary of Rochester Telephone must file 
tariffs with the Public Service Commission. However, the 20 or 
so resellers are not required to file tariffs because they lease 
services from carriers whose tariffs are already filed with the 
Commission. The resellers are, however, required to obtain 
authorization. 


In the view of Commission staff, there is not much intra- 
LATA or short-haul competition. It is restricted to the main 
corridors. Resellers tend to concentrate on interstate services, 
although their business is expected to decline unless there ised 
value added to the basic service. 


One other development in the State of New York is that cable 


companies, particularly in the area of New York City, are getting 
into the data carriage business. 
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OA FORD AND ASSOCIATES LTD 
The State of Texas 


The State of Texas, with 15 LATAS and, until recently, with 
free entry and no rate regulation, has experienced very strong 
competition. Recently, legislation was introduced to provide for 
limited regulation of non-dominant carriers like MCI and Sprint. 
However, there is still no rate regulation. 


Resale carriers in the State of Texas are supposed to 
register, but very few do this. As a result, the number of 
resale carriers is unknown, although it is estimated to exceed 
100, and perhaps even exceed 200. 


The State of Florida 


In the State of Florida, it is the view of the Commission 
that competition cannot be stopped. However, in order to avoid 
cream-skimming, the Commission specifies that competing carriers 
must serve the entire homing area of a class 4 switch. 


Synopsis - Competition at the State Level 


It appears that competition at the intrastate level and 
intra-LATA level is increasing. Only three states, namely 
Colorado, North Carolina and Virginia, have legislation 
preventing competition, and in all three, legislation has been 
introduced to permit competition. Sprint and MCI are active in 
making applications to virtually all of the state regulatory 
boards and commissions. As a result, there are many proceedings 
currently underway to consider competition in telecommunications 
at the state level. 


THE AT&T DIVESTITURE 


In 1982, the U.S. Justice Department's 1974 anti-trust suit 
against AT&T was settled in the U.S. District Court in 
Washington, D.C., before presiding Judge Harold H. Greene. The 
trial, begun in 1981, was halted early in 1982 with the filing of 
the Modification of Final Judgment (MFJ). Rather than consider 
it a modification to the 1956 Consent Decree, however, Judge 
Greene insisted that it be considered a separate settlement, and 
therefore subject to public comment. 


Over 600 parties provided comments to the Court. The FCC 
also requested comments on the impact of the MFJ on various FCC 
proceedings. 


A fundamental aspect of the settlement was that AT&T would 


divest of all Bell Operating Companies in which it had a majority 
ownership, amounting to some $80 billion or two-thirds of its 
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0 A FORD AND ASSOCIATES LTD 


assets. AT&T, in exchange, would be allowed to offer value-added 
and unregulated services, business areas which were forbidden to 
AT&T under the 1956 Consent Decree. 


Negotiations on various details ensued, as the task of 
taking the agreement in principle through to implementation was 
enormous. For example, the divestiture had a potential impact on 
non-Bell local operating companies as well. In May 1982, AT&T 
and the independent telephone industry began intensive planning 
for conversion of the local exchange boundaries into LATA's, or 


Local Access and Transport Areas. 


Opponents to the MFJ had argued that AT&T would retain 
monopoly power in several markets, especially interexchange 
telephone service. Judge Greene rejected these arguments because 
AT&T would no longer be able to cross-subsidize services with 
local exchange telephone revenues. 


On June 1982, Judge Greene gave the Justice Department and 
AT&T ten days to accept or reject his proposed modifications, 
which involved ten revisions to the settlement. Generally 
speaking, these revisions provided greater freedom £6r.5 tne 
operating companies and ensured they would remain financially 
viable. The modifications were accepted. 


In October 1982, AT&T filed the LATA plan. Operating 
companies are permitted to handle only intra-LATA traffic, and it 
remains under state regulation. Allascinten-LATA traffic 15 
handled by AT&T and the other interstate carriers. 


Included in this arrangement is the imposition of a uniform 
access charge arrangement, under which interstate carriers will 
be uniformly charged for Operating Company costs incurred in 
connecting subscribers to interstate carriers. 


In December 1982, the proposed divestiture plan was filed 
with the Court. It provided for seven regional holding companies 
consolidating the Bell Operating Companies. Each Bell Company 
was to establish two subsidiaries, one for interexchange service 
and one for terminal equipment. On the date of divestiture 
(January 1984), these subsidiaries would be transferred to AT&T. 


Further modifications to the MFJ followed aur inde 98o% 
Under the MFJ, the BOC's must offer equal access to all inter- 
LATA carriers by September 1, 1986 (che process is actually a 
phase-in between now and then). However, until equal access is 
phased in to each LATA, the BOC's will be allowed, but not 
required, to route to AT&T all inter-LATA calls for which a 
carrier has not been designated. 
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IMPLICATIONS FOR LOCAL SERVICE 


Several recent FCC decisions have caused concern among state 
commissions and state governments, in spite of the creation of a 
Joint Board to reexamine the rules for interstate/intrastate 
separations or allocations of exchange plant investment. As a 
result, legislative action is underway before both the House of 
Representatives and the Senate. 


In mid-1983, the FCC responded to a petition by the State of 
Michigan asking for a review of the cumulative effects of certain 
federal decisions on local rates and the availability of local 
service. The study which followed (Docket CC 83-788) concluded 
that: 


e The cumulative effects of the decisions addressed 
amount to only $6.80 per month in 1989 (a compound 
annual growth rate of 6% per year). 


e There is no evidence that federal decisions will cause 
residential subscribers to discontinue service, and 
thus threaten universal service. 


In January 1984, the Congressional Budget Office (CBO) of 
the United States Congress published a Staff Working Paper 
entitled "Local Telephone Rates: Issues and Alternatives". This 
paper compares the FCC access charge decision in Docket CC 78-72 
with legislative proposals pending before the Congress. In 
keeping with the Congressional Budget Office's mandate to provide 
objective and non-partisan analysis, the study did not make 
recommendations. However, it provides an excellent review of the 
access charge proceedings, and contains much useful data which 
will be incorporated into later stages of this study. 


While the paper is for the most part objective, it does make 
one interesting comment on the FCC's access charge proceedings. 
At page 2, it notes: "In its 'access charge’ decision, the FCC 
addressed the manner in which costs are recovered rather than the 
manner in which costs are allocated". 

One aspect which was not covered by either the FCC or CBO 
studies was the possibility of extensive "total bypass" of the 
local and terrestrial long-haul network if access charges become 
sufficiently high. Even now, shared-use teleports providing 
direct Domsat access are becoming a reality in certain locations 
in the U.S. 
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MARKETING STRATEGIES AND MARKET SHARES 


INTRODUCTION 


In this chapter, we provide a synopsis of the marketing 
strategies adopted by the Major competitors, MCI and Sprint (now 
GTE-Sprint), in the early days of competition and the results of 
those strategies in terms of the market shares attained. AS more 
competition was permitted and as less stringent entry and rate of 
return regulation was applied, many smaller resale carriers 
entered the market. 


The information in this chapter was gathered from several 
sources. Since little data is made public, we relied on 
discussions with individuals from MCI, GTE-Sprint, the American 
Council for Competitive Telecommunications (ACCT) , the 
Association of Long Distance Telephone Companies (ALTEL), the 
National Association of Regulatory Utility Commissioners (NARUC) 
and staff from several state regulatory commissions to enhance 
that obtained from published sources. A list of individuals 
interviewed during the course of the study is contained in 
Appendix C. 


The consultants were also privileged to attend a meeting of 
the NARUC Sub-Committee on Communications at which GTE-Sprint, 
MCI and AT&T made presentations. 


This chapter also provides an overview of the changing 
market shares attained by the specialized common carriers and 
resellers of telecommunications services beginning with the 
startup in 1972 of Microwave Communications Inc. (MCI). 


MCI - Initial Application 


MCI filed a request with the FCC for auenorizacion.» asi aa 
common carrier in 1963. MCI proposed to build a microwave system 
between St. Louis and Chicago to offer voice, data transmission, 
facsimile and other services over private lines in competition 
with AT&T. 


The application was opposed by AT&T, PLN OLS Bell, 
Southwestern Bell, Western Union and GTE. In Auigusumored 9797 eune 
final approval was granted. The FCC deferred argumentS on 
interconnection, but did announce that carriers would be expected 
to provide local loops unless it was infeasible to do so. 


In 1971, the Commission denied requests from the carriers 
for additional hearings. By this time, MCI had modified and 
extended its plans. Modified construction permits were granted 
COUMG I in eb971. 


23 


etd i dhs whet ogi 
. ia ; ¥*3 o,f soqmns Fol Be : 
TY : : ig ec re : tae a pax - ae 'a¥RD Es 


Se a we - va aus « 
Fie Emi! vs Le ot 45 in ‘4 4 i g 4: te a oy) - 
7 4 


A 5 “ a a . - h <= a bs 
af ' > « Se suet ns Use OE go a 28 
- i -” 
Ae - ~ Ca. Jaa — a @ 
piles sriam <bazagae “gee 
- h s 2 
, 7 
‘4 
' 7 
v5 
4 
‘ he a ry ” i 
’ s + ; i. ie - ie ., 
J - ‘a a 
} ‘y i =a Te ’ J 7? 
iin . cal ar 
ie ’ ; 4 
sf oa - ~ yw 
a | a a we »* 
- 


Be at j : ae 4 = - = - wn os 
A. : S| r : % 
4 it * 
. ’ 25 as ; 
: 
. * 
' ¥ YY si>- 
. i — _ ® 
™ 
y ow ¢ os 
a = nae 4 = a% 
_ Ar ~ 
tai — “ og os 
{ 
’ v) 
2 om 
’ 
? o aT) 
7 ‘ 
rt: 
_ 
. S17 
bo i E: val 
2 
" . = “he & kes 
5, 77 
8 ~ oe al @ 
> ‘ Tritt 
‘ c ' = see Fs 
_ 
4 
~ a ? ‘von’ 3 
ro" +} A es 
al \« ‘ by a 
ari 24 & yi ‘ * 
> ? Pa & 
i ae ) “ + ns 2 


= ts me Bee i 


0) A FORD AND ASSOCIATES LTD 
INITIAL STAGES OF COMPETITION - PRIVATE LINE 


MCI's service started up in January, 1972: As noted by 
Brock(1), MCI's original construction permit authorized a network 
with a capital cost of less than $2. million and which took 
approximately seven months to build. However, the legal and 
regulatory proceedings which led up to the acquisition Ofe=tnat 
permit took seven years and cost MCI approximately $10 million. 


Faced with more applications, the FCC initiated its 
Specialized Common Carrier proceeding (Docket 18920) described 
earlier. . 


By the end of 1973, MCI had a coast-to-coast network costing 
$80 million and serving 40 cities. Southern Pacific 
Communications Company had completed its coast-to-coast microwave 
system in 1973. Datran also opened its all-digital microwave 
network in 1973. | 


During this period, interconnection was still a problem. As 
described earlier, the Bell Operating Companies (BOCS) tried to 
bring interconnection under state jurisdiction by filing tariffs 
with the state commissions. The FCC ruled against Bell in 1974, 
but full interconnection was not obtained until 1976. 


ATsT modified its tariff as a competitive response to this 
initial competition. Its series 11,000 private line tariffs 
provided discounts in heavy demand areas, but they were rejected 
by the FCC. ATsT then filed its Hi-Lo tariff, based on regional 
population density. Again, the FCC rejected the tariff. 
Finally, the Multi-Schedule Private Line (MPL) tariff, which 
contained a decreasing rate per mile with increasing length of 
haul, was filed. 


AT&T also made efforts to compete head-on in certain areas. 
For example, soon after Datran's application was approved to 
build a digital data network, AT&T began building a digital data 
network of its own. The tariffs which AT&T filed in 1974°for 2ts 
data network were much lower than comparable analog private line 
tariffs. In 1976, an FCC Administrative Law Judge found the 
tariff to be unjustified and predatory. This was affirmed by the 
Commission in 1977. However, by this time, Datran had gone 
bankrupt, and its network was purchased by SPC. 


(1) Brock, Gerald W., The Telecommunications Industry - The 
Dynamics of Market Structure, Harvard University Press, 1981. 
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COMPETITIVE STRATEGIES-PRIVATE LINE 


MCI Strategies 


when MCI began operations, it was restricted by regulation 
to "pure private line", and by choice to the voice segment of 
that private line business. In MCI's view, data communications 
users were concerned about quality more than they were concerned 
about cost. MCI was struggling to sell private line voice 
circuits at $0.50 per mile per month. It used a direct sales 
force to contact major users of telecommunications services, and 
obtained some part of the business of about 50% of those major 
users. It had a good relationship with the financial industry - 
stockbrokers and banks - and penetrated that market quite 
successfully. Savings in these early days were approximately 
20%. 


During the 1972-75 period, MCI was trying to broaden the 
definition of private line to include Common Control Switching 
Arrangements (CCSA) and Foreign Exchange (FX) and even Centrex. 
However, the pricing of the Telpak service by AT&T made it 
difficult to compete for large-volume users. 


By 1974-75, MCI's lenders were extremely concerned about the 
company's viability. Average circuit capital costs were imethe 
$2000 range, but revenue was only some $300 per month. 
Accordingly, MCI undertook an experiment in Texas which linked 10 
cities in the Dallas area with Washington. It was like a shared 
private line service, on a dial-up basis. Because of the lack of 
entry regulation in Texas, it was an ideal location for this 
initiative. MCI used telephone selling to market this service, 
and attracted about 200 customers per month. 


MCI also introduced a hard-wired shared FX in competition 
with WATS. It provided unlimited usage for a charge of 
$900/month. Beginning initially with 14-15 cities, this offering 
was successful from the very first. The method of marketing it, 
however, was very different from the method of marketing the 
dial-up shared private line service. Because of the greater 
commitment in terms of a flat rate of $900 per month, a written 
proposal was the approach used to market the service. 


The dial-up shared private line, or Execunet, service was 
subjected to several regulatory and legal proceedings, as 
described earlier. Full-scale marketing of this "public 
switched" service did not begin until 1978. 


Southern Pacific Strategies 
Southern Pacific had its own private network along its 


railway right-of-way from Oregon to St. Louis. With the 
Specialized Common Carrier Decision, it extended its microwave 


25 


teiceienea:. va be Snloane Beata, 
pape Pe 

oe 3 het otic sat ox GALE ia 

“enor seol nies e665 Maeve’ ca 
S8Iiest Stiw Veet mediives 

egice enil s@avise, & 

soies J584th. a Gees na S&S her oN 
yO. INGSS SNPS IUS ARSE IAS ala : 
fem anold to 808 suet we “anatlece 9; a 
yistuie! Teoma ae thew -eidanabaecar 500 
s2ky 184990 dece- jseapnoy ‘a poli 
YS S708 bet yee ) S19 Pate: ae ¥txo0 ck zt (aa Buns 


! 


51d a) Syed wea. aM aatean ee 

ied eee -& at: comme weuatont : 

Soa 5080 ous Beg OS) anemia: apie Tatts: ABS IS ? 
J: shay a 20iy ish dagied sda 46 salotae © 2" aonte 

Pisses smn loyrtiga ss . 76%: Sac ss hs : 2: 


ef% t46Uue- SeaTSagen demos 23 eB. nitew bisSos a ton 
wat ts te" ono Gb irae 3203445: Spazsve. Sexe ks : 
5 tog COLS -enge. ie, Sew . Sunemex) tad 
il pears. tobe gana a2 mie forgerricigs ie Aowss 
“4m & ott @aw FL. qepgakeaey aate pee 
s+ “os! of¢. 3S eagesead Ble eet: GOMER LS. “£. 
i 93 -hOlveOT L6SRi Ae abe 42) a Sexe 
(EO(V358 OF0ig Geist os gall ins ping 


at PHIM. 154 ay 


-_ 


a 


; 
Gals idegqmea: Ab 4 hetada agzienbied x beput oe 
'O 6Spi4ds 68 1sPT ©) SeeiA Sos tu Tg: _banas : oa i 
gnise725 arnt” got Jeo eens “Hab ei re maak y 
2. pekabu ee let iadeen adie) odeeeoe ne v7 c : 
oft) phi 29 3am la Dotson See ate? ap ¢ nA ; 

xo FA Ye wily 744 aaVESUE sSalvion Ababa! . 
heli aw 2° 4peiigd! was; a Be 2, a pee HME is ea 


Ooty the ors. 


BAY =" 1h, are , gadtiaxt a0 5 a 

‘ea: youn toes soIg... Ls 

si higyct” mia - 19 mtu 
id 


B21. ‘prets sooesan 
ers if4i¥  -,@ide3 


DA FORD AND ASSOCIATES LTD 


network to the east coast. It concentrated its limited marketing 
efforts on private line business service until MCI successfully 
launched its Execunet service. 


Datran Strategies 


Datran constructed a coast-to-coast digital data network 
and began to offer service in 1973. It was faced with direct 
competition from AT&T which constructed its own digital data 
network and offered service at rates much lower than comparable 
analog private line service. In 1976, Datran went into 
bankruptcy and its network was sold to Southern Pacific. 


AT&T Strategies 


The Bell Operating Companies tried to bring interconnection 
under state jurisdiction by filing tariffs with the state 
commissions. The FCC ruled against Bell in 1974, but full 
interconnection to the Specialized Common Carriers was not 
provided until 1976. 


AT&T also modified its tariff as a competitive response to 
intitial private line competition. Similar to its Telpak tariff 
which was filed in response to the "Above 890" decision, AT&T 
filed its Series 11,000 private line tariffs in response to the 
Specialized Common Carrier Decision. This tariff provided lower 
discounts in heavy demand areas in order to prevent cream- 
skimming. The FCC rejected the tariff. AT&T then filed its Hi-Lo 
tariff, which provided lower rates in high-density areas and 
higher rates in low-density areas. Again the FCC rejected the 
tariftt. Finally, the Multi-Schedule Private Line (MPL) tariff 
was filed. This tariff provided a decreasing rate per mile with 
increasing length of haul. 


As described earlier, AT&T also constructed its own data 
network in an apparent response to Datran. The tariffs filed by 
AT&T, which were much lower than comparable analog private line 
tariffs, were subsequently found by the FCC to be unjustified and 
predatory. 


Market Shares in 1975 


In 1975, total telephone industry revenues were So 5a Diu kong 
of which Bell received some $29.6 billion, or 84%. Interstate 
private line accounted for some SlelaDLULLONVOre es Se aOcen toca. 
revenues. Specialized common carriers received a total of $35 
million - 3% of the private line market or 0.1% Ou sLotal 
telephone revenues. Exhibit 2, overleaf, shows the specialized 
common carriers market shares compared to total private line and 
total industry revenues. 
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"SHARED PRIVATE LINE" 


MCI introduced its Execunet service in 1975. Tt was found 
unlawful, appealed, and a stay was granted. In 1976, the FCC 
again found it unlawful. This time, MCI's appeal earned it only 
a partial stay of the order. It could continue to provide 
service to its existing customers. In July 1977, the Appeal 
Court reversed the decision. However, the interconnection issue 
still had to be resolved. This took until 1978. 


Market Structure in 1978 


In Docket CC 79-252 (Competitive Carrier), the Commission 
provides a helpful overview of the structure of the industry. 
The Bell System, including the 23 associated companies, Western 
Electric, Bell Labs and the Long Lines Department had assets of 
$103 billion and revenues of $41 billion. 


The Other Common Carriers included four basic types. They 
were: (1)the SCC's; (2) the Domsats; (3) resale (including 
value-added) carriers; and (4) the video relay carriers. 


MCI and SPC offered coast-to-coast service as specialized 
common carriers, while United States Transmission Systems, 
Western Telecommunications and CPI Microwave (owned by Western 
Union) provided service on a regional basis. 


Three entities at that time provided domestic satellite 
services on their own facilities, including RCA Americom, Western 
Union and the jointly-provided AT&T/GTE system. Tit y aggiciol, 
other companies provided service by combining their own earth 
stations with the resale of satellite capacity from the Domsats. 
Examples of these included American Satellite Corporation 
(Amsat), Southern Satellite Systems, United Video and Eastern 
Microwave. 


At that time, seven resale carriers had been authorized. 
They were ITT-USTS, ITT Domestic Transmission Systems, Graphnet 
Systems Inc., Telenet Systems Inc., Tymenet, RCA Global Systems 
Inc. and DHL Communications Inc. 


THE ERA OF MTS COMPETITION 


The regulatory and legal proceedings with respect to Excunet 
and interconnection to Excunet were not resolved until 1978. The 
Appeal Court rulings on these two issues had the effect of 
opening public switched services to competition. It also 
challenged the economic structure of the industry woicn py Unt LeL 
that time, was assumed to be using excess revenues from monopoly 
toll service to cross-subsidize the provision of local service. 
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LA FORD AND ASSOCIATES LTD 


MCI Strategies 


Even in the early post-Excunet period, MCI did not develop 
any sophisticated marketing strategies or gather marketing 
intelligence. They employed from 200 to 300 outside sales 
representatives on commission during the 1978-1980 period. These 
representatives were not even assigned exclusive territories. 
Large users were the main target market. There were always more 
customers than capacity during this period, so marketing the 
service was not a problem. : 


In 1980, MCI conducted residential test marketing in Denver 
and Cincinnati. The results of these tests were SO promising 
that MCI turned much of its efforts to developing the residential 
market. To its surprise, mass-media advertising aimed at the 
residential market also developed the commercial market - in 
fact, developed it to such an extent that they couldn't handle 
the volume of business generated. . 


MCI's strategy in the 1980-83 period was to offer cheap 
message toll service to all customers, and to lease lines and 
resell WATS to reach areas where it did not have its own 
facilities. In its view, it was pragmatic and aggressive, and it 
did not feel it had to be sophisticated. Towards the end of 
1983, however, with a billion dollar construction program, 
broadband digital capacity and fibre optic trunks, MCI has 
assigned the marketing function a much higher priority. Fes 
integrating nationwide paging, electronic mail, voice and data 
gervices in order to provide a sophisticated communications 
service to its customers. It is also entering the cellular 
business by competing for licences in major market areas. 


MCI has experienced steady growth in revenues and earnings 
since Execunet II. From its 1979 to 1983 fiscal years, revenues 
have increased from $95 million to $1,073 million annually. Net 
income after tax has grown from $3.5 million to $171 million 
during this same period. Exhibit 3,overleaf, illustrates this 
strong growth in revenues and earnings. 


Southern Pacific/GTE-Sprint 


Following the Execunet Ii Decision, Sprint began to market 
additional services to its existing corporate/business customers. 
These were sold door to door by outside sales representatives. 
No sophisticated marketing strategies or marketing plans were 
developed. 


In the 1979-80 period, Sprint discovered that it had excess 
capacity particularly in off-peak hours, and it began to market 
its services to residential customers. The rates offered to 
residential customers were heavily discounted from Sprint's 
daytime rates, of the order of 40% discounts in the evening 
hours, increasing to 60% at night. 
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OA FORD AND ASSOCIATES LTD 


Sprint also continued to expand its network, extending it 
from the largest cities to medium and smaller sized communities. 
At the present time, it provides service using its own facilities 
to 353 cities and communities in the U.S. By reselling AT&T's 
WATS lines, it also has universal termination, so that any 
telephone in the continental U.S. can be accessed through 


Sprint's service. 


In 1981, Sprint altered its marketing approach to include a 
significant amount of media advertising, including TV, radio and 
newspaper. In large part, it appears that Sprint was following 
the lead of MCI in this respect. Also like MCI, Sprint is 
restructuring its service offerings to provide a much more 
comprehensive range of services to its corporate and residential 
customers. 


In 1983, GTE and Southern Pacific reached an agreement under 
which GTE would purchase Sprint as a going concern from Southern 
Pacific. GTE entered into a Consent Decree with the U.S. Justice 
Department with respect to this purchase. As in the case of the 
AT&T Modification of Final Judgment, the consent decree requires 
the approval of the courts. Judge Greene has not yet issued his 
decision with respect to the approval of the Consent Decree. 
Accordingly, even though the purchase closed in mid-1983, GTE and 
Sprint are required to document all inter-company transactions so 
that, if necessary, the acquisition can be reversed. 


At latest count, in early 1984, Sprint had 4,800 employees, 
and served just over one million customers of which 862 thousand 
were residential customers and 234 thousand were business 
customers. 

AT&T Strategies 

AT&T staff were not available to discuss competitive 
strategies. Accordingly, the findings which follow are based in 
large part ona presentation which was made by AT&T to a_ recent 
NARUC meeting in Washington. 


ATsT is concerned that it is facing competition from a wide 
range of competitors. These include: 


e SCCs 

@ DOMSATS 

& VANS 

e Resellers 


@® Private Microwave 


Teleports 
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In its presentation to NARUC, AT&ST expressed concern about 
the rate of growth of the Other Common Carriers. In Exhibit 4, 
everleaf, we provide a table prepared by AT&T which shows the 
growth in revenues, assets, and customers of the Other Common 
Carriers. AT&T expressed its concern that the Other Common 
Carriers had been able to penetrate a significant portion of 
their target markets. In the view of AT&T, the OCC's target 
markets included the most profitable segments of the 
telecommunications market, namely metropolitan areas, the $25 per 
month and over residential subscribers and the $50 per month and 
over business subscribers. AT&T provided statistics which showed 
that, in the case of residential subscribers, this target market 
accounted for only 10% of households but 51% of interstate MTS 
revenues. Similarly, their statistics showed that only 13% of 
business locations spent over $50 per month on interstate MTS, 
but these locations accounted for 90% of total business MTS 
revenue. The presentation by AT&T indicated that as of January 
1, 1984, the OCCsS were serving 3.3 million residential customers 
and 0.5 million business customers. Accordingly, AT&T claimed 
that the OCCs have achieved in the range of 25% of the markets 
they have targeted. 


ATsT stresses that it serves all residential and business 
customers and it plans to continue to do so, in spite of the 
competitive environment. It states that it requires an equal 
opportunity to compete. In particular, it objects to what it 
referred to as "asymmetric regulation". AT&T is required to 
provide a significant notice of new tariffs or tariff changes, to 
provide supporting cost data, to obtain construction program 
approvals, and its rate of return is regulated. It points out 
that most competitors have no service constraints, no notice 
periods, no requirement to file supporting cost data, no 
construction approval requirement, no rate of return regulation, 
and most significantly, no requirement to file tariffs. 


The FCC has recently initiated a Notice of Inquiry into 
the long run regulation of AT&T's basic domestic interstate 
services in CC Docket 83-1147. Comments are due in this 
proceeding in early April. The major issues in this proceeding 
are as follows: 

e Costs and benefits of current regulation 
@ Options for reduced regulation of AT&T 
e Conditions to pursue options 


e Assessment of AT&T future market power 


Outsiders estimate that, overall, AT&T still retains a 
market share of 92-94% of the interstate long distance traffic. 
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EXHIBIT 4 


OCC GROWTH * 


1978 1980 1982 1983 
REVENUES (Millions) 270 630 2000 3200 
ASSETS (Billions) 0.5 2 3-4 4-5 


CUSTOMERS (Millions) 0.01 Ovarz 20 3.8 


* Source: AT&T 
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Changing Market Shares 


In addition to the data provided to NARUC by AT&T, data was 
obtained from several other sources. For example, H.N. Jasper, 
Executive Vice-President of ACCT, presented the data contained in 
Exhibit 5,overleaf, to the Senate Committee on the Judiciary in 
June 1981. More recent estimates were published by New York 
broker Sanford C. Bernstein and Co. for 1982 (Exhibit 6, 
overleaf) and by the Gartner Group for 1983 (Exhibit Ty 

2 These estimates clearly illustrate the dominant 
position of AT&T in this market in spite of significant growth by 
the Other Common Carriers. 


VIEWS OF THE TRADE ASSOCIATIONS 


There are two major trade associations representing the 
interests of Specialized Common Carriers and resellers. The 
American Council for Competitive Telecommunications (ACCT) was 
formed in May of 1976 in response to a legislative threat which 
would have eliminated competition in message toll service (the 
so-called "Bell Bill"). It represents the interests of the 
Specialized Common Carriers including MCI, Sprint, SBS, ITT, 
etc., with respect only to legislative matters before Congress. 
acc? is not involved in filings or representations before the 
FCC. 


In the view of Council executives, provided that the 
existing phasing in of access charges is maintained until equal 
access is accomplished, the industry should continue its rapid 
growth pattern of recent years. MCI and Sprint are both poised 
to make significant gains. MCI has recently raised $1 billion 
for capital expansion. Similarly, Sprint, with the financial 
resources of GTE available to it, should have the capability to 
expand its capacity quite rapidly. 


A distinction is made between what are termed "facilities- 
based carriers" and "resellers". Whether this is a significant 
distinction is questionable, since even the facilities-based 
carriers resell AT&T's services. For example, MCI, in addition 
to providing services on its own facilities, is actually the 
largest reseller of AT&T's services. U.S. Telephone is the only 
pure reseller which is a member of ACCT. However, Council 
executives noted that U.S. Telephone as well as Allnet and 
Lexitel are talking about getting into facilities. ACCT 
executives noted that the pure reseliers are most prevalent in 
the states of Texas, New York, Florida and California. However, 
it was their view that the future for pure resellers is limited 
as the margins available for reselling WATS as MTS are declining 
with increasing competition. 


The Association of Long Distance Telephone Companies (ALTEL) 
represents primarily the interests of the pure resellers of tele- 
communications services. It represents the interests of the 
industry before both federal and state regulators and 
legislators. 
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EXHIBIT 5 


1980 ESTIMATED MARKET SHARES FOR LONG DISTANCE REVENUE 


CARRIER OR GROUP . REVENUES IN $('000,000) 
VIDEO CARRIERS 40 
VALUE-ADDED CARRIERS bor 
DOMSATS ALO 

SCCS 400 


INDEPENDENTS , 8200 
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EXHIBIT 6 


MARKET SHARES - LONG DISTANCE REVENUES* 


LONG DISTANCE REVENUES NUMBER OF 
EST 1982 | CUSTOMERS 

AT&T $33,000,000,000 85000000 
MCI $900,000,000 1050000 
Sprint $390,000,000 535000 
rte $125,000,000 53000 
U.S. Telephone $100,000,000 62000 
Combined Network $60,000,000 55000 
Western Union $26,000,000 70000 


* Source: New York Times, December 16, 1983, Page Dl 
Estimates attributed to Sanford C. Berstein & Co. 
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AT&T 

MCI 

Sprint 

Allnet 

ITT 

Western Union 
US Telephone 


SBS Skyline 


* Source: U. S. News and World Report, 


EXHIBIT 7 


MARKET SHARES - LONG DISTANCE REVENUES* 


LONG DISTANCE REVENUES 
EST 1983 


$34,000,000,000 
$1,500,000,000 
$800,000,000 
$180,000,000 
$165,000,000 
$60,000,000 
$135,000,000 


N/A 


NUMBER OF 
CUSTOMERS 


86000000 
1500000 
900000 
150000 
125000 
110000 
90000 
90000 


January 30, 1984, p. 55 


Estimates attributed to Fritz Ringling, Consultant, Gartner Group 
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Representatives of ALTEL expressed the opinion that there 
were between 300 and 400 resellers in operation throughout the 
United States. There is a great range in terms of the sizes of 
those competitors. The largest three pure resellers represent 
approximately 50% of total industry revenues, and the largest 50 
represent approximately 80% of total industry revenues. Total 
industry gross revenues were estimated to be in the range of 
$350-600 million annually. 


In the view of ALTEL, the successful resellers are 
successful marketers, providing a mix of services which are 
tailored to the needs of small segments of the market. In many 
cases, they are providing specialized services to markets which 
are too small to be of interest to the major carriers, With 
respect to technical competence, the resellers are innovators in 
the application of technology, and in the integration of 
technology developed by others to meet the needs of specialized 
user groups. In the view of ALTEL, resellers are actually 
helping the telephone companies to increase their market share in 
smaller markets, because in most cases it is the facilities of 
AT&T which are being resold. 


In the medium term, ALTEL realizes that there will be a 
weeding-out process because the implementation of access charges 
will eliminate in part the very slender margins with which the 
resellers now operate. However, in their view, alternative long 
distance providers will remain in large numbers, probably in the 
hundreds. 


FUTURE PLANS OF THE MAJOR COMPETITORS 


In presentations to the NARUC Staff Sub-Committee on 
Communications, both MCI and Sprint indicated that they have 
ambitions to become national telephone companies, MCI wants to 
offer service to every telephone in the U.S. It looks at the 
market on a national basis. Sprint wants to carry all the 
traffic originated by its customers, whether it be intrastate 
inter-LATA, or even intra-LATA. AT&T, however, is not looking 
currently at intra-LATA competition, but it does not want to be 
precluded from offering this service in the future. 


Sprint was adamant that competition at the state level is 
already in place. It has sought certification in 23 states as 
well as Texas and the District of Columbia where no certification 
is required. It has received certification in eight states of 
the 23. Of the total of ten states in which it is offering 
intrastate toll services, seven have also permitted intra-LATA 
competition. Competition is forbidden by legislation in the 
states of Colorado, North Carolina and Virginia, byt in all 
three, legislation has been introduced to permit competition. 
Sprint noted that intra-LATA competition is difficult for 
Specialized Common Carriers, but it is determined to garry all 
the traffic originated by its customers. 
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0) A FORD AND ASSOCIATES LTO 


The representative from MCI noted that the LATA was not 
intended to be a boundary for the local exchange, but was 
designed to separate assets in the divestiture. If transport 
charges are kept low enough, MCI will not construct multiple 
points of access within the LATAs, but will use local exchange 
carriers instead. In MCI's view, large users within the LATAS 
will bypass local distribution facilities if they get "uneconomic 
signals". 


AT&T will continue its efforts to bring about regulatory 
reform and to avoid what it terms "asymmetric regulation". It is 
very concerned about cream-skimming. In what appears to be an 
inconsistent approach, AT&T stated that it would like to continue 
to price-average, but also to be competitive in target markets. 
This apparent inconsistency is explained in part by AT&T's theory 
that the costs of operation will come down under "self- 
regulation". AT&T states that it is not now technically possible 
for it to compete in intra-LATA toll, and it has no present plans 
to compete at that level. 
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0 A FORD AND ASSOCIATES LTD 


IMPACT ON LOCAL RATES 


INTRODUCTION 


In this chapter, we examine the change in local rates over 
time throughout the United States. The basis for this examination 
is rates published by NARUC in 1972 and 1982. We compare each of 
the business and residential single line flat rate exchange 
service rates, where that service is offered, in 1972 and 1982. 


Having developed some ranges and averages for each of 
business and residential local exchange service across all 
states, we then select states where competition in recent years 
has been strongest, and we compare the increases with states 
where competition has apparently not been as strong. The basis 
of the comparison is the tariffed rate for a base rate area of 
approximately 100,000 telephones. 


OVERVIEW OF CHANGES IN LOCAL RATES 


In Exhibits 8 and 9, overleaf, we display graphically for 
each of the states, in alphabetical order, the actual monthly 
flat rate exchange rate for each of residential and business 
service in 1972 and 1982. The actual data which was used to 
prepare these bar graphs is contained in Exhibits 10 and ll, 


It is quite apparent that, taking all the states as_ one 
group, there is absolutely no pattern to the way in which local 
exchange rates have changed. In Exhibits 12 and 13, P 
have displayed for each of the states, in alphabetical order, the 
ratio of 1982 to 1972 flat rate local exchange rates for each of 
the business and residential services. The actual data used to 
prepare these bar graphs is contained in Exhibits 14 and 15; 
overleaf. Again, there does not appear to be any trend or 
pattern to these changes in rates. 


we 


As shown in Exhibits 10 and ll, the range of residential local 
rates in 1972 was from $4.75 per month in Texas to $9.85 per 
month in California. The average residential rate in 1972 was 
$6.90. In 1982, residential rates ranged from $6.65 per month in 
Pennsylvania to $20.16 per month in Mississippi, with the average 
rate in 1982 being $10.87. 


Similarly, the business exchange rates in 1972 averaged 
$16.91 per month, with a range from $11.50 per month in Texas to 
$22.00 per month in Montana. In 1982, the average was $25.10 per 
month, with the lowest rate being $14.06 per month in 
Pennsylvania and the highest rate being $48.98 in Mississipi. 
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EXHIBIT 10 


COMPARISON OF BUSINESS LOCAL EXCHANGE RATES 


pa i I i ra ce 


ARKANSAS 
CALIFORNIA 
COLORADO 
CONNECTICUT 
DELAWARE 
DISTRICT OF COLUMBIA 
FLORIDA 
GEORGIA 
HAWAII 

IDAHO 
ILLINOIS 
INDIANA 

IOWA 

KANSAS 
KENTUCKY 
LOUISIANA 
MAINE 
MARYLAND 
MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 
MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 

NEW HAMPSHIRE 
NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTH DAKOTA 
OHIO 

OKLAHOMA 
OREGON 
PENNSYLVANIA 
RHODE ISLAND 
SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
TEXAS 

UTAH 

_ VERMONT 

" VIRGINIA 
WEST VIRGINIA 
WISCONSIN 
WYOMING 


A wy 2s) 
$19.45 
$39.67 
S025 00 
$30.85 
N/A 

$34.10 
N/A 

$24.27 
$48.98 
$20.60 
$23.43 
$22.30 
$22.20 
$39.55 
3.15% 65 
$28.98 
$40.31 
$31.30 
$29.25 
$31.25 
$16.95 
$27.80 
$14.06 
$32.30 
$38.95 
$21.90 
$34.70 
$19.66 
DP 2dieog 
$30.40 
$26.57 
$39.41 
N/A 

$19.91 
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EXHIBIT, 11 


COMPARISON OF RESIDENTIAL LOCAL EXCHANGE RATES 


STATE 1982 tis 7 
ALABAMA $14.15 $6.33 
ARIZONA $9.50 $7.90 
ARKANSAS $14.60 $6.45 
CALIFORNIA $8.40 $9.85 
COLORADO SORE ak $6.60 
CONNECTICUT $9.74 $6.30 
DELAWARE $8.54 $6.30 
DISTRICT OF COLUMBIA $10.74 $5.95 
FLORIDA Srielvenr $7625 
GEORGIA $12.55 $6.65 
HAWAII $9.70 $9.20 
IDAHO $10.38 $7.90 
ILLINOIS $9.45 $6.25 
INDIANA $10.58 $7.30 
IOWA $10.85 $7.55 
KANSAS $9.70 $6.40 
KENTUCKY $15.34 $7.90 
LOUISIANA $12.10 $6.00 
MAINE $7.70 $7.30 
MARYLAND $10.95 $7.80 
MASSACHUSETTS $10.80 $6.95 
MICHIGAN $9.74 $5.60 
MINNESOTA $10.18 $6.35 
MISSISSIPPI $20.16 $7.80 
MISSOURI $9.00 0.00 
MONTANA $7.14 $6.65 
NEBRASKA $8.65 $6.55 
NEVADA $9.60 $7.15 
NEW HAMPSHIRE $14.85 Si) 81 
NEW JERSEY S750 $5.45 
NEW MEXICO $11.39 Seo 
NEW YORK $14.88 $7.01 
NORTH CAROLINA $12.75 $6.30 
NORTH DAKOTA $12.20 $8.25 
OHIO $12.50 $6.30 
OKLAHOMA $6.85 $5.25 
OREGON $10.00 $6.85 
PENNSYLVANIA $6.65 $5.20 
RHODE ISLAND $11.45 $6.65 
SOUTH CAROLINA $14.95 56.95 
SOUTH DAKOTA $8.75 $8.10 
TENNESSEE $11.90 $6.45 
TEXAS $8.86 $4.75 
UTAH $8.74 $6.35 
VERMONT $11.45 $7.45 
VIRGINIA $10.46 $7.00 
WEST VIRGINIA $15.63 $8.55 
WISCONSIN $12.20 $6.95 
WYOMING $8.76 $7.00 
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EXHIBIT 14 


RATIO OF 1982:1972 BUSINESS LOCAL EXCHANGE RATES 


STATE RATIO 
ALABAMA IRS As) 
ARIZONA aly 
ARKANSAS 1.94 
CALIFORNIA eens 
COLORADO ae Re 
CONNECTICUT ISTE 
DELAWARE 1.40 
DISTRICT OF COLUMBIA N/A 
FLORIDA 1 Bese 8 
GEORGIA 90 
HAWAII Oust Ns) 
IDAHO Ayer 
ILLINOIS ibe 318 
INDIANA lBecewt 

~ IOWA ie, 
KANSAS 120 
KENTUCKY ibKe iy 
LOUISIANA 198 
MAINE Ieee) 
MARYLAND N/A 
MASSACHUSETTS eeiel 
MICHIGAN N/A 
MINNESOTA 1.24 
MISSISSIPPI 2.49 
MISSOURI 1.43 
MONTANA ibe nO 
NEBRASKA rors 
NEVADA ecu 
NEW HAMPSHIRE PAPA UY 
NEW JERSEY i herat 
NEW MEXICO 1.44 
NEW YORK 2.24 
NORTH CAROLINA legen 
NORTH DAKOTA aie 
OHIO Wyo 
OKLAHOMA bgp raat 
OREGON eee) 
PENNSYLVANIA igearya 
RHODE ISLAND Io9 
SOUTH CAROLINA 2.06 
SOUTH DAKOTA a Rd he, 
TENNESSEE 1.84 
TEXAS Vek/eL 
UTAH ike eNW) 
VERMONT 1.56 
VIRGINIA yey) 
WEST VIRGINIA tee) 
WISCONSIN N/A 


WYOMING ie 


a: + 7 iat 


; i — 
nis j ‘a 5 td 5 hHD va. f aA td 
legis 


an 


z a eT. a s 
} ae poi 
__—2 <2 ©@ =r a i eal at ve - 
o 
° 
2 ' = a = 
e : ae EE 
y 1 7 peter 
ANA Az ares30 sO 
“ : ; 7 Abas 
( 
4 “4 r 


STTSaaut ey 

| ar aga a 

avi fae 44 my a 
TaOSET 


EXHIBIT 15 


RATIO OF 1982:1972 RESIDENTIAL LOCAL EXCHANGE RATES 


STATE RATIO 
ALABAMA 2.24 
ARIZONA | 1.20 
ARKANSAS 2.26 
CALIFORNIA 0,85 
COLORADO 1.20 
CONNECTICUT 1.55 
DELAWARE 1.36 
DISTRICT OF COLUMBIA 1.81 
FLORIDA 1.62 
GEORGIA Uh gel) 
HAWAII 1205 
IDAHO heel 
ILLINOIS i nay 
INDIANA 1.45 
IOWA 1.44 
KANSAS ks 74 
KENTUCKY 1.94 
LOUISIANA 2.02 
MAINE 1.05 
MARYLAND 1.40 
MASSACHUSETTS Paes) 
MICHIGAN 1.74 
MINNESOTA 1.60 
MISSISSIPPI Peele) 
MISSOURI 1.54 
MONTANA 07 
NEBRASKA 32 
NEVADA 1.34 
NEW HAMPSHIRE Lae 4 
NEW JERSEY 1.34 
NEW MEXICO ed 
NEW YORK 2r0lk2 
NORTH CAROLINA Ze On 
NORTH DAKOTA 1.48 
OHIO os 
OKLAHOMA 13.0 
OREGON 1.46 
PENNSYLVANIA 128 
RHODE ISLAND Wa 2 
SOUTH CAROLINA Papsdes. 
SOUTH DAKOTA 108 
TENNESSEE 1.84 
TEXAS 1.87 
UTAH dis13:6 
VERMONT 1.54 
VIRGINIA 1.49 
WEST VIRGINIA 1.83 
WISCONSIN 1.76 
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KA FORD AND ASSOCIATE ETO 


The increase in the average residential rate (and these are 
simple averages, not weighted by population), from 1972 to 1982 
was 58%. The corresponding increase in average business local 
exchange rates was only 48%. 


RATE INCREASES IN AREAS OF STRONG COMPETITION 


It is generally accepted that the states of Texas, Florida, 
California and New York represent the areas of strongest 
competition in recent years. Exhibits 16 and 17, overleaf, 
illustrate the changes in local rates in these four states from 
1972 to 1982 for business and residential local exchange service, 
respectively. The data for these graphs were obtained from 
Exhibits 10 and ll. The increases in percentage terms in these 
four states were as follows: 


Business Residential 
California tie C157 
Florida 53 62 
New York 124 112 
Texas Till 87 


The average of the increases in rates from 1972 to 1982 in 
these four states was 69% for business service and 62% for 
residential service. 


CHANGES IN LOCAL RATES IN LESS COMPETITIVE STATES 


In order to make the comparison with those states listed 
above, we have selected the states of Montana, Oklahoma, Oregon 
and Vermont. Exhibits 18 and 19, overleaf, provide a graphic 
representation of the changes in the level of local rates for 
each of business and residential services from UST2cOmlooa. AS 
with the competitive areas, we compare the increases in local 
rates in these four states from 1972 to 1982 as follows: 


Business Residential 
Montana 7 1 
Oklahoma mal 30 
Oregon 59 46 
Vermont 56 54 


The average of the increases in local residential rates over 
the 1972 to 1982 period in these four states was 34%, and the 
corresponding average increase for business service was 36%. 
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APPARENT IMPACT OF COMPETITION 


It must be emphasized that a measure such as the strength of 
competition in telecommunications is a highly subjective one, and 
accordingly, the choice of the states on which this comparison is 
based is a very tentative one. It should also be emphasized that 
a significant number of other factors are ate play an Fthe 
development of local rates. Not all state regulatory boards and 
commissions are working to a common set of objectives. 
Accordingly, both the choice of states and results of the 
comparison are open to question. 


In spite of all the shortcomings in this analysis, the 
results do show that, on average, states in which competition 
appeared to be strong had a higher rate of increase in local 
rates over the period, particularly on business rates. The main 
question to be asked is whether these increases were of 
necessity, or were based on a desire of the state regulators to 
minimize the extent of cross-subsidy in those states where it was 
highest, or to miminize local rates in those states where it was 
lowest. However, there is additional information with respect to 
the structure of local rates available from studies by both the 
FCC and Congressional Budget Office. These studies are described 
below. 


FCC DOCKET CC 83-788 

On July 27, 1983, the FCC adopted a Notice of Inquiry in 
response to a petition by the State of Michigan asking for a 
review of the cumulative effects of certain federal decisions on 


local rates and the availability of local service. 


The Michigan petition had requested investigation of the 
effects of: 


@ Preempting state control over depreciation for 
intrastate ratemaking (CC 79-105) 


e Imposing interstate access charges (CC 7a-12) 


e Expensing station connections and amortizing embedded 
investment (CC 79-105) 


8 Eliminating interstate revenue requirements 
associated with embedded CPE (CC 80-286) 


e The AT&T divestiture 


Twenty-seven states and the District of Columbia responded 
to a request for information. 
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DA FORD AND ASSOCIATES (TD 


Commission staff found that, in almost all cases, revenue 
requests by exchange telephone companies vastly exceeded the 
actual revenue authorizations by state commissions. It found 
that the bulk of the current revenue increase requests by 
exchange telephone companies are linked to factors other than the 
federal decisions listed above. 


The staff noted that the Commission's policies are designed 
to ensure the long run viability of universal service. It noted 
that there was a serious threat to universal service of 
uneconomic bypass and noted that in Texas, 39% of the Bell 
Operating Companies' largest customers are now bypassing and 178% 
more are planning to do so within the next 3 years. 


As part of its analysis, the Commission staff looked at the 
impact on average residential bills over the 1981-1989 period. 
It calculated the major changes in average monthly revenue 
requirements to be as follows: 


1984 1989 
Depreciation At) Pye 
Station Connections - .35 - .85 
CPE Decisions 99 88 
Separations Changes - 20 Deey 
Shift toward toll services - .59 -2.29 
Interstate Access 2.00 Sekt 
State Access LA ae | Si 
Other .-00 -.14 
Total $4.22 $8.28 
Total Net of CPE Changes 6.80 


With respect to telephone demand, Commission staff examined 
information on subscriber responses to price changes through the 
available economic studies and data on actual subscriber 
discontinuances. It noted that numerous studies have attempted 
to assess the impact of rate changes on telephone demand, and 
reviewed some 1l major studies during the course of this Docket. 
A list of the results of this review was provided in Table 2 of 
the staff report which is reproduced in Exhibit 20, overleaf. 
Commission staff concluded, based on the fact that most of the 
estimates fell below -.09, an increase in the cost of access is 
likely to have a small impact on the number of subscribers. 


On December 1, 1983, in Order 83-567, the Commission adopted 
a staff report which reported on the investigation of the Common 
Carrier Bureau staff into the matter. The study concluded that 
FCC policies do not threaten universal service. Staff analysis 
concluded that: 


e The cumulative effects of the decisions addressed 
amounts to only $6.80 per month in 1989 (a compound 
growth rate of 6% per year) 
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EXHIBIT 20 


ACCESS DEMAND ELASTICITIES 


ELASTICITY ESTIMATES 


STUDY STATE (CO.) CUSTOMERS SHORT RUN 1 YEAR LONG RUN 
Egan AR,KS,MO,OK,TX Bus -0.01 -0.03 -0.07 
Egan AR,KS,MO,OK,TX Res -0.01 -0.03 -0.04 
Doherty NY (Bell) All -0.04 -0.09 we Cara bal 
Carr NY (Rochester) Bus NA -0.05 NA 
Carr NY (Rochester) Res NA -0.04 NA 
DRI CT (Bell) Bus -0.04 -0.13 -0.15 
DRI CT (Bell) Res -0.03 -0.08 -0.08 
Gearity TN (United) All -0.24 -0.24 -0.24 
Gearity VA (United) All -0.22 -0.22 -0.22 
Perl National-1980 Res NA NA -0.09 
Perl National-1970 Res NA NA -0.01 
Reinking UT (Bell) All -0.04 -0.04 -0.04 
Miller MI (Bell) All -0.08 -0.08 -0.08 
Alleman National Res NA NA =0'—.17 
Alleman National Res / NA NA -0.02 
Feldman National Res NA NA -0.05 
Davis et al Bell System All NA = Ue Oi 2, -0.08 
Mehan NC (United) Res NA NA 0.00 


Heidt NE Tel (Bell) Res -0.04 NA -0.20 
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DA FORD AND ASSOCIATES LTD 


e There is no evidence that federal decisions will 
cause residential subscribers to discontinue service 
and thus threaten universal service 


The staff recommended that the FCC should continue to 
monitor the effects of federal decisions on local rates and the 
number of subscribers. 


CONGRESSIONAL BUDGET OFFICE STUDY 


In January 1984, the Congressional Budget Office of the 
Congress of the United States issued a report entitled "Local 
Telephone Rates: Issues and Alternatives". This working paper 
compared the approach of the FCC in its access charge proceedings 
with two major legislative proposals which are pending before the 
Congress: H.R. 4102 and S. 1660. H.R. 4102 would permanently 
prohibit the imposition of access charges on residential and 
small business customers. It would continue a large measure of 
the toll support traditionally provided for local rates. By 
contrast, S. 1660 provides a moratorium on access charges imposed 
on residential and small business customers until January l, 
1986. The Senate bill would provide time for additional analysis 
and consideration prior to a decision. 


Both bills contain provisions for "lifeline service" to 
needy subscribers. Similarly, each of the bills would provide 
assistance to companies with high fixed costs in order to protect 
subscribers of such companies against undue rate increases. 
These bills are similar to the action taken by the FCC in 
establishing a Universal Service Fund to provide assistance to 
companies which have high costs. 


In carrying out its analysis, Congressional Budget Office 
(CBO) staff noted that in 1982, approximately 26% of subscriber 
plant costs (about $10 billion annually) was allocated to 
interstate service and recovered from interstate toll calls. 
Exhibit 21, overleaf, contains CBO estimates which were provided 
in Table 1 of the working paper. Exhibit 22, overleaf, contains 
data on telephone industry operating revenues for 1982 which were 
contained in Table 2 of the working paper. 


The allocation of subscriber plant costs to interstate 
service is highly variable from one state to another. The study 
notes that some small telephone companies are currently able to 
allocate as much as 85% of their subscriber plant costs to 
interstate service. The existence of high subscriber plant costs 
combined with the assignment of a large proportion of those costs 
to interstate service means an unusually large amount of toll 
support. For example, because a large proportion of Nevada calls 
are interstate, 62% of subscriber plant costs are assigned to the 
interstate jurisdiction and recovered from the nationwide toll 
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EXHIBIT 21 


TELEPHONE INDUSTRY SUBSCRIBER 
PLANT COSTS FOR 1982 
($ Billions) 


Amount 
Subscriber Allocated 
Plant to Interstate 
Costs Toll Service 
Customer Premises Equipment 1 1..0 $ 1.8 
Inside Wiring 8.0 220 
Subscriber Loop (Including Central 24.0 6.0 


Office Connection) 


EXHIBIT 22 


TELEPHONE INDUSTRY OPERATING REVENUES FOR 1982 
$ (Billions) 


Source Bell System Independents Total 
Local Service $ 29.6 SD a2 $ 34.9 
Toll Service 33.9 8.4 A2eS 
Other Zee 0.4 Pee: 
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0 A FORD AND ASSOCIATES LTD 


pool. Nevada Bell also has unusually high costs (subscriber 
plant costs of $42 per customer per month). Thus, Nevada Bell 
receives $26 per month per customer from the interstate toll pool 
($42 times 62%). 


In Exhibit 23, overleaf, we provide statistics from the 
study which relate to the states whose local rates were examined 
earlier. We note first of all that Florida has the highest plant 
costs per subscriber at $35 per month. The remainder are all in 
the $26-30 per subscriber per month range, except for Mountain 
Bell in Texas, which is the lowest at $21 per subscriber per 
month. In terms of the amount allocated to interstate through 
the separations formula, Florida and Vermont recover the highest 
amount from interstate settlements, followed closely by Montana. 
All the others are in the range of $6-9 per subscriber per month 
allocation to interstate. 


Unfortunately, this additional information is not really of 
assistance in explaining the differences in increases in local 
rates. Those states in which competition seemed to be strongest 
had the lowest amount allocated to interstate, although Florida 
was a Significant exception, having one of the highest amounts 
allocated to interstate. We do note a tendency towards higher 
increases when the amount allocated to interstate is lower, but 
there is not a clear-cut pattern. 


CONCLUSIONS 


This review of local rate changes across a number of states 
indicates a general tendency for local rates to increase more 
rapidly where competition tends to be stronger. However, there 
are a number of other factors which affect this situation, 
ranging from the objectives of state regulatory bodies which have 
jurisdiction over local rates, to the impact of the 
jurisdictional separations formula, by which some local operating 
companies are able to allocate a significant portion of local 
costs to interstate. 


The gradual implementation of access charges will put 
pressure on the local operating companies to keep their costs as 
low as possible. While the Universal Service Fund will provide 
assistance to companies that have high costs, the matter OLeuoll 
contribution to offset local costs will be much more obvious when 
access charges are in place. 


The Michigan petition is indicative of the concern at the 
state level regarding federal preemption of much of the states' 
jurisdiction. The independent telephone companies, particularly 
the smaller independents and cooperatives, are also concerned 
that the loss of toll contribution will have a severe impact on 
their viability in spite of the Universal Service Fund. 
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EXHIBIT 23 


BELL SYSTEM SUBSCRIBER PLANT COSTS IN DOLLARS PER MONTH 
AND INTERSTATE ALLOCATION OF SUBSCRIBER PLANT COSTS 


Percent Amount 
Local Subscriber Allocated to Allocated to 
Bell Plant Costs Interstate Interstate 
Company in Dollars (SPF) in Dollars 
California 2 24.0 6 
Florida 35 36.2 13 
Montana 20 44.5 12 
New York 27 27.4 7 
Oklahoma 26 31.8 8 
Oregon 27 3208 9 
Texas (Mountain) PAM 330 7 
Texas (Southwestern) 30 22.6 ‘ 


Vermont 2s) 43.9 1s 
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DA FORD AND ASSOCIATES LTD 


FINDINGS AND CONCLUSIONS 


The purpose of this study was to gather information and 
report on specific aspects of the experience of the U.S. with 
competition in long distance telephone service. Findings and 
conclusions were not required. However, as some of the 
information gathered and impressions gained during the study were 
of an overall nature, we present these comments ing | Aedelits Mrs ee yo Wh 
chapter. 


OVERALL IMPRESSIONS 


The extent of competition is increasing at all levels - 
interstate, intrastate inter-LATA and intrastate intra-LATA. AS 
the major competitors grow in size, they are subjected to 
competitive forces which require them to serve a broader market. 
As a result, they tend to lose some of the cost advantages they 
once had, and even end up reselling AT&T's service to provide 
universal termination for their customers. This trend will 
continue into the intrastate and intra-LATA levels. 


In spite of continued growth of competition, the interstate 
market share held by AT&T is still at the 92-94% level. As many 
of the competitors are reselling AT&T's services, in part, and 
because they are expanding the market overall, AT&T is expected 
to experience continued growth in toll revenues. Margins will 
tend to decline in response to a continuing shift of trakeac 
towards WATS which will be resold by resellers. AT&T is 
concerned that it be allowed to compete on equal terms, andee it 
will continue to direct its efforts towards deregulation. 


At the opposite end of the scale, the hundreds of resellers 
of telecommunications services are expected to continue to apply 
their entrepreneurial skills to specialized segments of the 
market. Financial instability will likely lead to rapid turnover 
among the newer and smaller entrants. However, the capital 
investment required to enter this market is very small, which 
tends to attract the small but ambitious retailer. 


ACCESS CHARGES 


The Congress and the FCC are heavily embroiled in the access 
charge issue, with the FCC placing the emphasis on the 
appropriate allocation of costs, and the Congress concerned about 
the impact on subscribers. 
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DA FORD AND ASSOCIATES LTO 


ATsT is expected to keep on the pressure to minimize the 
differential between the access charge it will pay, and the 
discounted access charges which its competitors will pay. This 
is an interim arrangement until the Other Common Carriers are 
granted equal access. However, the rate at which the charges are 
phased in could be significant, particularly for some of the 
smaller competitors. 


LOCAL RATES 


With the implementation of access charges, the contribution 
to local costs will be apparent. This will have a_ beneficial 
impact on the consumer as local exchange companies will be under 
pressure to control costs. Comparisons of one company with 
another will tend to highlight inefficiencies. However, where 
high costs are unavoidable, the Universal Service Fund will 
protect the interests of local subscribers. 


The subject of “local bypass" TSemalSOumOG © CONCELIN! CO 
regulators. As long as access charges are maintained at a 
reasonable level, it should not be a problem. However, increases 
in access charges will cause the major competitors (MCI and 
Sprint) to establish multiple points of entry within the LATAS. 
This would cause a Significant drop in revenues, WLeDelLiuctLevaOr 
no decrease in costs in the short term. This could have a 
significant impact on local rates. 


There is widespread concern among the independent telephone 
companies, particularly the smaller independents and 
cooperatives, that the loss of toll contribution will have a 
severe impact on their viability in spite of the Universal 
Service Fund. The gradual loss of control at the state level due 
to the federal preemption of state jurisdiction on a number of 
matters is a concern to state regulators, small independents and 
consumer groups. Generally speaking, they are all resisting any 


further changes to the current regulatory and competitive 
environment. 


41 


_ ie 


a | om 
1% nSvaee. Reiaie S57i6 
nap? eae aie ney > 


BITE 4 Bi wank, ike : 


, 2n> 
dt” .ven slbe 2203} begmOD 
5 steiave? spoecd 264K) 6 


1s capiedo 243 datay Ye. ave n.9Sve “ea 5S 
=o, LU > 210 vivel 3] + . 
- ; - E39 20q 
7 - 
- i 
; Shae 
: 
can che 
Z2ATAX 
' rs >| 2 a 2 ’ 2 iS neu [ t ® C t fi g 7 e ( ; vf 
aa . - > 
op ’ ee , U i 4 elaT ' ow \ + ‘ 4 
. ? ~— a = g 2 
H oe | i? )} SSaj A iit a Se é e Oi {i 
‘or. ve “amo mo 144% ‘ ' 107 a id U 
’ 4 } dj _ b 
‘ b | ‘ e& ms! pd. - if + i isa a‘ 
ee Tra sp py Ais Gert ay. ~ oy y te 7 oe 
t i* 1 ° - 7 ~— U - 4 = 2 
” 
, +. , ms re - 7 - ‘ 
rs : } T.455 } > 
1 . 
re! 4 .raiactg on ‘oi »¥] 
4 4 a. - i, * 
i Lod " pt J ri? ie a ie bes J a 
«% é 7 ¥ _ 7¢ sc 134 QC ened +8 . ; 
I) @2iw  ,emdeenes en3G 41 miei? HOW, alat 
&  o6 big 5a? tae. 3scedea ‘sr } ; ay o 
° se | w=) Dal va LaDy z 
, —_ 
- _ ih} I 
2 iit 7 ‘ ofa A a ve W 2 : ath 


ye Iffe ha. Sutladmer Lior to ona 400? (sec .oneqeen 
PSh2980 ij Ls ee O sige Z D Io aay Ss 

‘ r o3e3 ; $& £03.29 } acon 7 ie) cbs tae’ 
3 | i20lfelsh¢ esai6 to no Jcdeale, 

yy. Tu i iewa . rO7 610 vi J 7 Sita r wane 
Ae a ‘ 4a = i eo vi oy RBHGa 


LZ Z ; ; 4 He xo a ! + Of 
‘ A _ ~ a 7 , 
sy aa alt Zt Gad bay “Y3 ag dees aTieTit , 2 q / - v isis és ao 
7 renin he Oa 


. = 


DA FORD AND ASSOCIATES LTD 


APPENDIX A 


ABBREVIATIONS AND DOCKET NAMES 


OA FORD AND) ASSOCIATES LTD 


AT&T 
BOC 
BSOC 
CCSA 
CPE 


ENFIA 


FX 


LATA 


MFJ 


MTS 


NTS 


Occ 


ONAL 


PSN 


SLU 


SPF 


USOA 


WATS 


ABBREVIATIONS 
American Telephone and Telegraph Company 
Bell Operating Company 
Bell System Operating Company 
Common Control Switching Arrangements 
Customer Premises Equipment 


Enchange Network Facilities for Interstate 
Access 


Foreign Exchange Line 

Local Access and Transport Area 
Modification of Final Judgment 
Message Telecommunications Service 
Non-Traffic Sensitive 

Other Common Carrier 
Off-Network Access Line 

Public Switched Network 
Subscriber Line Use 

Subscriber Plant Factor 

Uniform System Of Accounts 


Wide Area Telecommunications Service 
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COMMONLY USED DOCKET NAMES 


NAME 

ABOVE 890 

APPLICATION OF ENFIA 

AT&T COST ALLOCATION MANUAL 
AT&T PRIVATE LINE 

AT&T RATE STRUCTURE 

ATST WATS TARIFF 

CARTERFONE 

COMPETITIVE CARRIER 
COMPUTER I 

COMPUTER II 

COMPUTER II IMPLEMENTATION 
COST ALLOCATION MANUAL 
DOMESTIC TELEGRAPH INVESTIGATION 
DOMSAT 

EFFECT OF COMPETITION 

ENFIA 

EXECUNET 

FACILITIES TO OCC's 
HUSH-A-PHONE 

IMPACT ON LOCAL RATES 
INTERCONNECTION (REGISTRATION) 
JOINT BOARD | 

LIKE SERVICES 


LOCAL DISTRIBUTION 


FCC DOCKET NUMBER 
11866 
CGmoz-o19 
CCn/9-245 
CC. 79-246 
16258 & 19129 
CC 80-765 
16942 & 17073 
CC 9-202 
16979 
20828 
CE481-893 
CCH 9= 245 
14650 
16495 
20003 
CCa/ 8-371 
20640 
20099 
9189 
CC 83-788 
19528 
CC 80-286 
21402 
19896 
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MTS/WATS MARKET STRUCTURE 


OMNIBUS HEARING (IMPACT ON LOCAL RATES) 


PRIVATE LINE DISCOUNT PRACTICES 
RESALE AND SHARED USE - WATS 
RESALE OF PRIVATE LINE 

SHARING AND RESALE 

SPECIALIZED COMMON CARRIER 
STATION CONNECTIONS 

STRUCTURAL SEPARATION 

SYSTEM INTERCONNECTION 

TELPAK 

TRANSPONDER SALES 


USOA 


Cc 


CC 


cc 


Cc 


cc 


UEP: 
83-788 
79-246 
80-54 


82-44 


20097 


18920 


COM so 1L05 


CC 


BS 


19896 


14251 AND 
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82-45 


CGm usLo6 


18128 
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APPENDIX B 


SUMMARIES OF FCC DOCKETS REFERRED 
TO IN TEXT (WITH CITATIONS) 


NOTE: No citations have been provided in the text 
other than Docket Numbers. Citations for FCC Dockets 
are contained in this appendix. 
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FCC DOCKET 9189 (HUSH-A-PHONE) 


This Docket was the result of AT&T informing its subscribers 
that their use of a passive device called the Hush-A-Phone_ was 
in violation of its tariff. The Hush-A-Phone was a device which 
clipped onto the handset to direct an individual's voice into the 
handset. It reportedly improved the quality of communications in 
‘noisy locations. 


In response to AT&T's action, Hush-A-Phone complained to the 
FCC in 1948. An FCC Decision dated December 21, 1955, found 
that the use of the device could cause some impairment in the 
quality of transmission, and that unrestricted use could result 
in a general deterioration of the quality of interstate and 
foreign communications services. It was therefore held to be in 
violation of the tariff. 


Hush-A-Phone appealed the Decision, and on November 8, 1956, 
the US Court of Appeals set aside the FCC decision. The court 
found that the tariff was an unwarranted interference with the 
right of a subscriber to use the telephone in ways which are 
privately beneficial. The case was remanded to the FCC for 
further proceedings. 


Upon review, the FCC issued a further decision (22 FCC 112, 
adopted February 6, 1957) in which it found AT&T's tariff to be 
unjust and unreasonable and therefore unlawful. AT&T was ordered 
to remove the restrictions from its tariff. 
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FCC DOCKET 11866 (ABOVE 890) 


The FCC had before it a number of applications for private 
microwave systems. Accordingly, in Docket 11866, it undertook to 
review the frequency allocations for microwave and to reconsider 
private microwave. A preliminary notice of hearing was released 
on November 9, 1956. The notice stated that these allocations 
had not been examined for 12 years, and raised 19 issues for 
consideration. 


Over 200 persons and organizations participated in the 
proceeding. In its Decision (27 FCC 359, adopted July 29, 1959) 
the commission questioned whether it was required, aS a matter 
of law or policy, to protect the users of common carrier services 
from any adverse economic effects that such carriers might suffer 
from the operation of private point-to-point systems. Th ere CC 
found no basis for concluding that substantial adverse impacts 
would result. It found the record inconclusive on any detriment 
which the licensing of private systems would have on the ability 
of common carriers to serve the general public. 


The Commission did find that the record did support 
determination that there is a need for private point-to-point 
systems. It noted that only limited use was being made of 
microwave frequencies, and expressed its new view that provision 
for expanded eligibilty would provide for more effective 
frequency utilization. 


Accordingly, the FCC approved the licensing of private point- 
to-point microwave in principle. Specific allocations were made 
in separate rulemaking proceedings. 
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FCC DOCKET 14251 (TELPAK) 


This Memorandum Opinion and Order, adopted by the Commission 
on December 23, 1964 (37 FCC 1111), in the matter of AT&T Tariff 
FCC No. 250, Telpak Service and Channels, found that services 
furnished under the Telpak tariff and those furnished under the 
various other private line tariffs are communications services. 


No material cost differences were found in the furnishing of 
a number of channels to one customer under Telpak as opposed to 
furnishing the same number of channels to several customers under 
the private line tariffs. 


The Commission found no competitive necessity to justify the 
discrimination between Telpak A and B, and for other private line 
faritts. AT&T was ordered to file tariff schedules which would 
eliminate the unlawful discrimination found to exist between 
Telpak A and B, and other private line services, with cost 
justification. 


With respect to Telpak C and D, however, the Commission 
found there wasS competitive necessity which justifies the 
discrimination in charges. However, it found the charges were 
not shown to be compensatory. AT&T was ordered to submit cost 
data on which such a determination could be made. 


This docket was later combined with Docket 16258 (7 FCC 2d 
30), forming part of the general inquiry into private line 
costing and rates. 


icieeispst) a4) @e oe 
tt1tar TH. yo 14633 “aL . 
dhoi¢7e8 gate bros etsean 
44° thbou Ledoigdsd? eal 

2eabsies <ol eID STs 


io ‘ovidetaasy sda Savd?' 9928 deensisi2i5 [eco Jal tetera 

ps ‘babosas. ss ee ae vebny Beeotags xc oF .eLnnéhe-o 3 

at (6m tnen feteves 6S Br enigia, F< nti (ape ono’ 
shag and sigh 


yfi- % ave ov V3 tecedeg sV.o? eQra wy on Soros nag Lee tanya ute) 


baa], pIOVEIG 26 ,ot fae. '. 7 ints i daciaTt,asswrnd patie, a r 
itis de bhiv av lucenuk alias 6rst Ane We Sin) Taye PS : 
esd. Fnhes @2. Ties qalvanynero:é 5 Infteale,  sde tate f 
inet div .a@aneveoo .. Sat! « Me | Taaee nae yh. WE 
 T, toi 34 ere fer) 

eoliatame>. 42 \?avaenta 9 (bee 3; sagtel a2 3989792 Perce 

, an Poi Sar He bike Ys KBOS TPN S¢la'gs7200 Ste wa iis frost? 
sar @epiene. 475° ages PT syagawon ePoy the nl’ aoe ‘asimeuees 

Shot, atmdus ot ha ebso ‘tage °TSTS Vioseeusmao7 30 ¢4 1 2ong a 


am od Gi@dn aesjarioss: s4b & dud mosete vie lgermee || 


ks. 554 7) 4esar sevens Hate tenidebo 2496f vaev Tepoob, ging 
nl? etaviag o3snt Sryippal lassie: ons 36 746g primar »AOF = 
ha .tet6i Dil pAaseos 


DA FORD AND ASSOCIATES LTD 


FCC DOCKET 14650 (DOMESTIC TELEGRAPH INVESTIGATION) 


In 1962, a decline in domestic telegraph service by Western 
Union caused the FCC to institute the Domestic Telegraph 
Investigation in 1962. It charged the Telephone and Telegraph 
Committees with the responsibility of examining the problems 
involved and developing alternative solutions. 


One of several factors considered was the relationship 
between Western Union and Bell System in domestic Communications. 
Bell's pricing practices affected Western Union through the rates 
set for, among other things, private line, particularly through 
Telpak. AT&T also imposed interconnection restrictions which 
seemed to limit the latter's capacity to compete in the private 
line voice field. 


Western Union alleged that the Bell System historically 


employed itsS monopoly voice services to subsidize its private 
line services. 


This Docket included a 1964 7-Way Cost Study, where the 
earnings of the monopoly voice. service, based upon fully 
allocated investment, were substantially higher than those in the 
competitive private line fields. Bell asserted that a fully 
allocated investment and cost basis was inappropriate for 
ratemaking purposes in this situation. 


The Report of the Telephone and Telegraph Committee 
recommended, among other things, that full cost pricing be used 
as the basis for minimum prices in the competitive private line 
fields. The ultimate determination was left to Docket 16258. 
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(OA FORD AND ASSOCIATES LTD 
FCC DOCKET 16258 (AT&T RATES) 


This Docket which began in 1965 (2 FCC 2d 871) was a general 
inquiry into the lawfulness of AT&T's interstate rates. By order 
of the Commission of November 9, 1966, the issue of the justness 
and reasonableness of Telpak C and D rates was added to the 
issues in Docket 16258. 


The first phase dealt with rate of return and rate base 
items. In its Interim Decision and Order on Phase I (9 FCC 2d 
30) adopted July 5, 1967, the Commission ordered a $120 million 
annual reduction in AT&T's interstate revenues. 


The phase (1-B) dealing with ratemaking principles led to a 
series of off-the-record conferences of interested parties which 
resulted in a statement of ratemaking principles. The Telephone 
Committee of the FCC recommended adoption of the statement, with 
one minor exception. In a Memorandum Opinion and Order adopted 
July 29, 1969 (18FCC 2d 761) the Commission adopted the Report of 
the Telephone Committee. 


In an Order adopted December 21, 1971 (32 FCC 2d 701), the 
record of Phase 1-B of this proceeding was incorporated into 
Docket 18128. 
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FCC DOCKET 16495 (DOMSAT) 


In 1966, in response to two studies on domestic satellites 
conducted by the executive branch, , the FCC instituted an 
investigative proceeding to explore various legal, technical and 
policy questions associated with the use of satellite facilities 
for domestic communications. 


The First Report and Order, adopted March 20, 1970 (22 FCC 
2d 86) (also known as Domsat I) established the Commissions's 
authority to authorize any non-federal government entity to 
construct communications satellite facilities for domestic use. 
It also set up procedures for filing applications. 


The Second Report and Order, adopted June 16, 1972 (35 FCC 
2d 844) (also known as Domsat II) concluded that the public 
interest would be best served by multiple entry, subject to 
certain conditions. This would be most likely to produce a 
Brier. demonstration of the extent to which satellite 
technology may be used to provide exsisting and new specialized 
services more economically and efficiently than can be done by 
terrestrial facilities. The Commission determined that 
competitive sources of supply for specialized services would 
encourage technical innovation and minimize rates. 


Conditions were imposed upon AT&T because it was believed 
that AT&T's existing economic strength and dominance might deter 
entry by others. AT&T had the ability to load a high capacity 
satellite system with MTS and WATS traffic, thereby controlling 
the cost of service and its potential of subsidization of 
specialized services by monopoly services. The FCC therefore 
prohibited AT&T from using its satellite facilities for 
commercial private line services for three years. 


Upon reconsideration, the FCC issued a Memorandum Opinion 
and Order (38 FCC 2d 665), adopted December 21, 1972 (Domsat 
1 hel The FCC emphasized that it did not intend to extend the 
prohibition except in the case of convincing evidence that the 
three year moratorium did not provide a reasonable opportunity 
for competitive entry. The Order provided for the expiration of 
the restriction three years after Comstar's initial operation. 


On April 4, 1975, GTE Satellite Corporation and AT&T were 
authorized to jointly operate the Comstar system. GSAT agreed to 
be bound by the conditions earlier imposed upon AT&T. 


In a further Memorandum Opinion and Order adopted July 19, 
1979 (79 FCC 2d 895), petitions to extend the three-year 
moratorium on the use of Comstar for the provision of non- 
government private line services were denied. 


DA FORD AND ASSOCIATES LTD 


FCC DOCKETS 16942 AND 17073 (CARTERFONE) 


The Carterphone was a device which transmitted signals from 
a mobile radio transmitter into the telephone handset and vice- 
versa. There was no direct electrical connection between the 
Carterfone device and the telephone (it was like an acoustic 
coupler). AT&T claimed it violated AT&T tariffs because it 
provided a connection between telephone lines and other channels 
of communication. 


In 1960, the FCC informed Carter that the Carterfone did not 
violate “FCC rules, ‘but it was in violation of the AT&T tariffs. 
AT&T threatened to suspend telephone service to Carterfone users. 
Carter filed an anti-trust suit against AT&T. 


The court referred the matter to the FCC, and the FCC, in an 
Order adopted October 20, 1966 (5 FCC 2d 360) ordered a_ public 
hearing into the matter (Docket 16492). 


Shortly thereafter, Carter filed a complaint with the FCC 
which was assigned Docket number 17073, but this complaint docket 
was consolidated with Docket 16492. 


In its decision adopted June 26, 1968 (13 FCC 2d 420) the 
Commission held that the tariff was unreasonable in that it 
prohibited the use of interconnecting devices which do not 
adversely affect the telephone system. The Hush-A-Phone case was 
referred to as a precedent for passive devices. AT&T was ordered 
to revise its tariff. 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET 16979 (COMPUTER I) 


In response to the apparent coming together of computer and 
communications technologies, the FCC initated Docket 16979 in 
1966. In its Notice of Inquiry adopted November 9, 1966 (7 FCC 
2d 11), the Commission invited submissions from all interested 
parties. 


The response to this invitation was somewhat overwhelming. 
Over 200 interested parties made submissions. These submissions 
came from all aspects of the computer and communications 


industries, including users, service industries and 
manufacturers. As a result, the FCC contracted with Stanford 
Research Institute (SRI) to prepare a study of the 


submissions and make recommendations. 


In a Report and Further Notice of Inquiry adopted May l, 
1969 (17 FCC 2d 587) (First Report), the Commission reported on 
the SRI studies and noted its recommendation that lifting the ban 
on interconnection of customer-owned equipment and systems will 
expand greatly the competitive opportunity for the manufacture 
and sale of peripheral and special communications equipment. ie 
invited responses to the SRI study which was published as a 
series of seven reports. 


On April 3, 1970, the Commission issued a Tentative Decision 
(28 FCC 2d 291) which proposed that interconnection matters be 
handled through rate, tariff and licensing proceedings. On the 
questions of regulation of data processing and conditions under 
which common carriers should be permitted to engage in data 
processing, the Commission first proposed operational definitions 
for a number of terms, essentially trying to differentiate 
communications and data processing. 


On the question of regulation of data processing, the FCC 
found that so long as the data processing industry continued to 
retain its then competitive structure, such services should not 
be subject to common carrier regulation. 


With respect to the offering of data processing services by 
common carriers, the Commission sought to assure "(a) that such 
services will not adversely affect the provision of efficient and 
economic common carrier services; (b) that the costs related to 
the furnishing of such services will not be passed on, directly 
Or indirectly, to the users of common carrier services; (c) that 
revenues derived from common carrier services will not be used to 
subsidize any data processing services; and (d) that the 
furnishing of such services will not inhibit free and fair 
competition between communication common carriers and data 
processing companies or otherwise involve practices contrary to 


the policies and prohibitions of the anti-trust laws." (28 FCC 2d 
at 302). 
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LA FORD AND) ASSOCIATES LTD 


The Commission expressed its belief that these objectives 
will be achieved best "by a maximum separation of activities 
which are subject to regulation from nonregulated activities 
involving data processing". Accordingly, it adopted a policy 
that "communications common carriers’ shall furnish data 
processing services only through separate corporate entities". 


In its Final Decision and Order adopted March 10, 1971 (28 
FCC 2d 267), the Tentative Decision was modified in three 
respects, namely: Carriers were precluded from disposing of any 
Capacity on computer systems utilized by that carrier for the 
provision of common carrier communications services; Carriers 
were prohibited from obtaining any data processing services from 
their data affiliates;. and carrier-owned data affiliates were 
required to use different corporate names and symbols from those 
of their carrier affiliates and were prohibited from promoting 
their products or services through or by association with their 
carrier affiliates. 


In an order adopted March 29, 1973 (40 FCC 2d 293), the FCC 
noted that, with minor exceptions, the U.S. Court of Appeals had 
affirmed its Final Decision and Rules. 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET 18128 (TELPAK) 


The history of the Telpak matter was addressed in a 
Memorandum Opinion and Order adopted October 29, 1969 (20 FCC 2d 
383)" By this time, Docket 16258 had been incorporated into 
Docket 18128. The Commission noted that the original Telpak 
rates had been filed in 1961 in response to the "Above 890" 
Decision, that Telpak A and B were cancelled due to its finding 
of a lack of competitive necessity, and that the question of 
whether Telpak C and D were compensatory had been incorporated 
into Docket 16258, and subsequently into this Docket 18128. The 
question is still unresolved. 


Increased rates for Telpak had been filed in 1968. They had 
been suspended for the maximum 90 days (13 FCC 2d 853) and 
proceedings had been deferred until phase 1-B of Docket 16258 had 
been resolved. Agreement was reached in phase 1-B, and the Order 
adopted October 29, 1969 authorized hearings to be scheduled. It 
also suspended the implementation of the tariff for the maximum 
90 days and imposed an accounting order so that refunds could be 
made in the event the rates were found unlawful. 


The question of whether the rates were compensatory remained 
unresolved, and AT&T continued to file tariffs for Telpak. On 
February 3, 1972, the FCC adopted a Memorandum Opinion and Order 
(33 FCC 2d 522) requiring AT&T to obtain special permission 
before making any further changes to its Telpak tariff prior toa 
final decision in this case. 


Following a hearing, the FCC adopted a Memorandum Opinion 
and Order on September 23, 1976 (61 FCC 2d 587). The FCC 
rejected long run incremental costing and marginal costing 
methodologies and adopted fully distributed costing. It stated 
that "Method 7 costs [an historic causation approach] will form 
the primary basis for justification of all tariff filings, in 
conjunction with Method 1 data which will provide us with a 
comparative benchmark of relative use.” AT&T was ordered to file 
revised rate levels for all major categories of interstate 
services on this basis. 


In an order adopted on January 14, 1981 (84 FCC 2d 156) the 
FCC noted that the proceedings could continue for some time, 
and rescinded the accounting orders only to the extent that AT&T 
is required to make periodic filings. It is, however, still 
required to maintain the records pending the eventual disposition 
of the case. 
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DA FORD AND ASSOCIATES LTD 
FCC DOCKET 18920 (SPECIALIZED COMMON CARRIER) 


In response to applications from Microwave Communications of 
America Inc. and Datran, the Commission adopted a Notice of 
Proposed Rulemaking on July 15, 1970 (24 FCC 2d 318). 


On May 25, 1971, in its First Report and Order (29 FCC 2d 
870), the FCC found that: 


e There is a public need and demand for the proposed 
facilities and services. 


e Competition is feasible. 
e Beneficial effects are likely. 
@ No adverse impact on service to the public will result. 


e The entry of new carriers in the specialized 
communications field would serve the public interest, 
convenience and necessity. 


In its Second Report and Order adopted June 25, 1974 (47 FCC 
2d 737), the Commission adopted policies and rules dealing with 
local distribution facilities and frequencies. The matter of the 
requirements for policing of quality and reliability standards 
was left for a third phase. 


In its Final Report and Order (78 FCC 2d 1291) adopted June 
25, 1980, the Commission found that adequate safeguards with 
respect to quality of service were contained in the tariffs filed 
with the Commission, and further regulation was not required. 
The docket was accordingly terminated. 
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DA FORD AND ASSOCIATES LTD 
FCC DOCKET 19129 (AT&T RATES) 


The first phase of this proceeding, initiated in 1971, was a 
limited investigation of rate of return for AT&T. At the close 
of Phase I the parties were asked to address a number of issues 
including the lawfulness of MTS rates. The issues for 
investigation were as follows: 


@ Revenue requirements for interstate and foreign 
services. 


@e Rate structure for MTS. 


@ Integrated structure of the Bell system with special 
reference to Western Electric. 


In its Phase II Final Decision and Order (64 FCC 2d 41), 
adopted February 23, 1977, the Commission found that the Bell 
Operating Companies' equipment purchases were not optimal, and 
required Bell to respond within 90 days. 


With respect to rates, it found that overall rate levels had 
been just and reasonable since 1971. However, it was’ the 
internal structure of the rates that was of concern. AT&T was 
Ordered to submit cost and revenue information by rate step, and 
also to file a _ schedule of cost-based rates uSing criteria 
established in Docket 18128 (FDC Method 7). 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET 19528 (INTERCONNECTION) 


In its First Report and Order (56 FCC 2d 593) adopted in 
1975, the Commission adopted a telephone equipment registration 
program intended to allow for direct electrical connection of 
telephone terminal equipment to the telephone network while 
protecting the network from harm. 


In its Second Report and Order (58 FCC 2d 736) adopted in 
1976, the FCC extended the registration program to encompass 
Private Branch Exchange (PBX) and key telephone systems, although 
it was not finally resolved until 1978 in the Third Report and 
Order(67 FCC 2d 1255). 


In a final Memorandum Opinion and Order in this Docket (70 
FCC 2d 1800) adopted January 25, 1979, the FCC attempted to 
resolve all outstanding issues and liberate terminal 
interconnection to the maximum extent possible consistent with 
protecting the network. 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET 19896 (SYSTEM INTERCONNECTION) 


MCI initiated this proceeding by inquiring of the FCC 
whether Or not it was entitled to various types of 
interconnection with the telephone companies. The FCC replied in 
‘tthe affirmative, and Bell applied for review. Related, but not 
separate, issues in this docket were the provision of facilities 
to Western Union and interconnection with domestic satellite 
Carriers. 


One Significant aspect of this case was that, while many of 
these local distribution services had been provided under 
contract, Bell was now proposing to provide them under tariffs 
filed by the operating companies with the various state 
commissions. Interconnection with Foreign Exchange (FX) and 
Common Control Switching Arrangements (CCSA) services of MCI were 
also mentioned. 


Upon reviewing the record of Bell responses to "Show cause" 
orders of the Commission, the Commission found as follows: 


"We find and conclude Bell engaged in conduct which has 
resulted in the denial of, or unreasonable delay in 
establishing, physical connections with MCI and other 
specialized common carriers which are parties to this 
proceeding; that it pursued policies and practices 
which foreclosed the establishment of through routes, 
and the charges, facilities and regulations applicable 
thereto in connection with authorized interstate 
services of MCI and other specialized carriers; that 
Bell is unlawfully applying and proposes to continue to 
apply the tariff schedules of charges and regulations 
filed with state regulatory commissions for services 
and facilities provided to MCI and other specialized 
common carriers and used by the specialized carriers in 
the transmission of interstate and foreign 
communications; and that Bell has discriminated against 
MCI and other specialized carriers in favor of its own 
Long Lines Department by denying to MCI and other 
specialized carriers the interconnection privileges 
presently provided to the said Long Lines Department in 
connection with authorized interstate services". 


The FCC ordered AT&T and the Bell System Companies. to 
interconnect with the specialized common carriers for all their 
interstate and foreign services, including interconnection for 
the purpose of furnishing FX service and for insertion into 
telephone company CCSA. The rates were to be subsequent to 
tariffs filed with the FCC. The facilities were to be similar to 
those provided to AT&T's Long Lines Department and furnished on a 
non-discriminatory basis. 
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OA F ORL) AND) ASSOCIATES LTD 


FCC DOCKET 20003 (EFFECT OF COMPETITION) 


This proceeding was instituted as a broad fact-finding 
investigation into the economic effects and interactions of 
several telecommunications industry and regulatory policies and 
practices, in particular competition in private line and terminal 
equipment, cost separation and rate structure for local rates. 
At the heart of this proceeding was the impact on local telephone 
rates. 


In its First Report (61 FCC 2d 766) adopted September 23, 
1976, the Commission expressed disappointment with the overall 
depth and quality of the comments and_ studies submitted. 
However, the Commission's own review of rateS and earnings 
indicated little, if any, adverse impact on revenues or local 
rates. In spite of telephone company assertions that 
"contribution loss" was or would be a result, the FCC found "no 
evidence to support the industry's claims that these services 
currently provide any contribution or excess of revenues over 
costs, which helps maintain low rates for basic telephone 
service." The Commission found merit in study findings before 
the New York, Massachusetts and Vermont Commissions’ which 
indicated the opposite may be true. 


Following the issue of the First Report, numerous pleadings 
were filed and a series of state regulatory studies was submitted 
for consideration. On January 9. 1980, the Commission adopted 
its Second iReport 875 FCC 882d °506) to update its initial 
conclusions in light of the subsequent filings. 


In regard to interconnection competition, the FCC found the 
submissions confirmed its own analysis that business vertical 
services were being subsidized in some states, presumably by 
users of basis exchange service. In regard to private line 
service competition, the Commission found very little evidence 
that OCC competition caused any potential adverse impact upon the 
established carriers. The proceeding was therefore terminated. 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET 20097 (SHARING AND RESALE) 


In a Notice of Inquiry and Proposed Rulemaking issued in 
1974 (47 FCC 2d 644), the Commission invited comments on: 


" ..Whether and under what conditions, subscribers of 
the various offerings of communications common carriers 
should be allowed to resell such services to others or 
to participate with others in the sharing or joint use 
of such services, and if so, whether and to what extent 
the Commission should regulate any such resale or 
shared use." 


To that time the tariffs of AT&T had contained provisions 
restricting or prohibiting resale and sharing of communications 
facilities. 


In a Memorandum Opinion and Order adopted in 1976 (60 FCC 
261), the unlimited resale and sharing of Telpak and private line 
services was found to be just and reasonable. The public 
benefits to be realized would include: 


"(a) The provision of communication service at rates 
more closely related to costs; 


(b) Better management of communications networks, and 
the provision of management expertise by users and 
intermediaries to the carriers; . 


(c) The avoidance of waste of communications 
capacity; and, 


(d) The creation of additional incentives for 
research and development of ancillary devices to be- 
used with transmission lines." 


However, the FCC found the record did not support any change 
in the restrictions on WATS and MTS. 


With respect to the regulation of resale carriers, the 
Commission found that entities engaged in the _ resale of 
communications services were common carriers and were fully 
subject to the provisions of the Act. Entities engaged in 
sharing were not found to be subject to the Act. 


The only difference between regulation of resale carriers 
and regulation of conventional common carriers was an open entry 
policy for resellers. That is, a special showing of public need 
was not required as a condition of certification. 


In a further Memorandum Opinion and Order adopted January 5, 
1977 (62 FCC 2d 588), the FCC confirmed its earlier decision with 
respect to sharing and resale. 
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DA FORD AND ASSOCIATES LTD 


AT&T requested the FCC to stay the order in view of the fact 
that Docket 18128 held the Telpak tariff to be unlawful. In a 
Memorandum Decision and Order adopted June 8, 1977 (65 FCC 2D 
122), the request for stay was denied. 


DA FORD AND ASSOCIATES LTD 


FCC DOCKET 20099 (FACILITIES TO OCC'S) 


On November 12, 1973, the Bell Operating Companies filed 
tariffs offering two types of access facilities to DOMSAT 
Carriers. The FCC then instituted this proceeding to look into 
all BSOC tariffs offering facilities for use by other common 
Carriers. 


Five months of negotiations ensued, following which 
agreement in the form of a Joint Motion was_' reached. This 
agreement was found by the Commission to remove many tariff 
restrictions which had heretofore been in place, and also to 
provide for technical cooperation between Bell and the Other 
Common Carriers. Accordingly, in Memorandum Opinion and Order 
adopted Apride237.1975 KS228CC.2d9727) 7ethe- Joint, Motion “was 
granted. 


DA FORD AND ASSOCIATES LTD 


FCC DOCKET 20640 (EXECUNET) 


In a Decision adopted June 30, 1976 (60FCC 2d 25), the 
Commission ordered MCI to cease offering the Execunet service 
because the service had the essential characteristics of MTS and 
was beyond the scope of MCI's authorized specialized common 
carrier offerings. This order was in keeping with the 
Commission's Specialized Common Carrier Decision which authorized 
specialized carriers to compete only in the provision of private 
line services and which did not authorize carriers other than 
telephone companies to provide MTS and WATS. 


Upon appeal of the Execunet decision, the U. S. Court of 
Appeals in the District of Columbia reversed and remanded the 
Commission's decision. In its decision, the Court ruled that 
because the Commission had never made an affirmative 
determination that the public interest required a monopoly 
supplier in interstate toll service, a competitor's service could 
not be excluded from the marketplace. The Supreme Court refused 
to review the Appeals Court ruling. 


Based on the Appeals Court Decision, AT&T saw no legal 
obligation to provide interconnection for Execunet. £4 veal 
February 23, 1978 declaratory ruling, the FCC agreed with AT&T's 
position. On April 14, 1978, the Appeals Court ordered 
interconnection for MCI with AT&T. On appeal to the Supreme 
Court, petitions for stay and review were denied. 


DA FORD AND ASSOCIATES [TD 
FCC DOCKET 20828 (COMPUTER II) 


This proceeding focussed on regulatory issues emanating from 
the greater utilization of computer processing technology and its 
varied market applications. 


The issues in this proceeding were as follows: 


@e Should enhanced services which are provided over 
common carrier telecommunications facilities be 
regulated and to what extent? 


e Is the continuation of traditional regulation of 
customer premises equipment (CPE) in the public 
interest? 


e What is the role of common carriers in the 
provision of enhanced services and CPE? 


In its Final Decision adopted April 7,1980 (77 FCC 2d 384), 
the Commission found that basic service is limited to the common 
Carrier offering of transmission capacity, whereas enhanced 
service combines basic service with computer processing 
applications that act on the format, content, code, protocol, 
etc., Or provide the subscriber additional, different, or 
restructured information, or involve subscriber interaction with 
stored information. 


The Commission found that common carrier offerings of basic 
transmission services are communications services and regulated 
as such under the Act. It also found that regulation of enhanced 
services is not required. 


With respect to CPE, the Commission determined that the 
provision of CPE was not communications common carriage. Le 
determined that CPE offered by communications common carriers 
should be unbundled from charges for transmission service and 
that CPE should be provided on a non-tariffed basis. It also 
provided for a transition period lasting until March 1, 1982, 
during which the FCC, Joint Board, state commissions and carriers 
would complete transitional activities. 


Consistent with Computer I and the "maximum separation" 
policy, the Commission found that the separation principle 
should be applied to CPE and enhanced services, but only in those 
cases where the telephone companies have sufficient market power 
to engage in effective anti-competitive activity on a national 
scale. Captive transmission capacity for enhanced services, 
however, must be purchased at tariffed rates. 
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DA FORD AND ASSOCIATES LTD 


In a further Memorandum Opinion and Order adopted October 
28, 1980 (84 FCC 2d 50) the Commission modified its 
implementation plan in response to a number of petitions. ine 
decided to distinguish new CPE and federally tariffed CPE from 
that CPE which is tariffed at the state level and subject to the 
separations process (embedded CPE). This approach was termed a 
"bifurcated approach". An implementation proceeding for embedded 
CPE was announced. 


The Commission also announced that on reconsideration it had 
decided that carriers affiliated with GTE would not be subject to 
the structural separation requirement for CPE and _ enhanced 
services, leaving AT&T alone in that requirement. 


On October 7, 1981, the FCC adopted a Memorandum Opinion and 
Order on Further Reconsideration (88 FCC 2d 512). AT&T had 
argued for a "flash-cut" rather than a "bifurcated" approach for 
the treatment of embedded CPE. The Commission concluded that the 
bifurcated approach was best. 


A subsequent appeal to the courts by the state commissions 
sought a ruling that the states have authority to regulate CPE 
used jointly in interstate and intrastate commerce. The Court 
agreed with the FCC that enhanced services and CPE are not common 
Carrier services. It further found that preemption of state 
regulation is justified because the objectives of Computer II 
would be frustated by state tariffing of CPE. 


te aot la 
‘ weet ioe : 

1 . 2tjo. TL 749 i te Adnon # 
ast -~44 is Sines YLAaohe 

s 09 J9nthen Sae eras 
=. hontTes tiw ©2eo tgs h eee 
rot heme +7 ; oy the ¥ " 14 dp. 


e9heanse2 ta 3 
( tom bicow STs hits 
ie ' sol -seeeGpess «Rese ST e576. 
”  Saeeen aan dene ab angle Tey Pai ve 

~ « : a a 


Ed? &osdd sedtex, “su>-Aaes) | 
ities on? 22D belvadila Io, tqunties 


eis sat? beSiuloons. tits Sen) 
oe .  ,oeen sew doo 1964 be " ao 
Vo iay HI G22. ¢ 1” @23 3 She 4 TBS iio sede 
1 ‘est tO VI2606G2) wan 675 < is set Lis 
rs TcLantTy ‘i i ui Tk Wht 
Pre rte bie spotwest,Ceon? i. 90% ogg 
9 °h7e Qu ‘ea Peasy oH f 21 ~asotvese 
ri Suignet 6 savidostdo sda s3u Sait isa oko 
Ie Fo ons pissks, Piese Ye bsteve 


4 _ 


DA FORD AND ASSOCIATES LTD 


FCC DOCKET 21402 (LIKE SERVICES) 


In a Final Decision and Order adopted November 21, 1978 (70 
FCC 2d 593) the FCC found WATS and MTS to be "like communications 
services" within the meaning of the Communications Act because 
they are functionally equivalent. AT&T was ordered to either 
eliminate or justify its discrimination in pricing these services 
at different levels. 


In a further Memorandum Opinion and Order adopted July 1, 
1980 (79 FCC 2d 10) the Commission noted that ten groups of users 
sought reconsideration of the earlier decision. The petitions 
were denied, but the Commission emphasized that it was not trying 
to encourage the elimination of WATS - it was merely requiring 
AT&T to prove the reasonableness of any discrimination. 


This decision was appealed and the Court vacated and 
remanded the decision with directions to undertake "such further 
proceedings, consistent with this opinion, as the Commission may 
wish to pursue". 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET CC 78-72 (MTS/WATS MARKET STRUCTURE) 


Following the Court's decision in Execunet (detailed earlier 
in Docket 20640) the FCC issued a Notice of Proposed Inquiry and 
Rulemaking in 1978 (67 FCC 2d 757). The purpose of the inquiry 
was to determine whether the public interest requires that 
interstate message toll and/or WATS or their functional 
equivalents should be provided on a sole-source basis. Should 
any public interest be found to exist, the inquiry was to 
explicitly define the characteristics, boundaries and scope of 
any such sole-source services, and establish which entities 
should be authorized to provide them. 


In addition to examining the effect of market structure on 
rates, technical and operational efficiency, network planning, 
and innovation, it was also to examine the possible effects of 
competition on the interstate MTS rate structure and local 
exchange service rates, and to determine appropriate access 
arrangements for all carriers who utilize local exchange 
facilities to provide interstate services. 


In a Supplemental Notice adopted August 14, 1979 (73 FCC 2d 
222). the Commission provided more detail on the structure of the 
inquiry and provided guidelines to interested parties for the 
format of submissions on “industry models". 


A Second Supplemental Notice was adopted in April 1980 (77 
PCGl) 20). 224).. By this time, the initial ENFIA agreement (see 
Docket CC 78-371) was in place. Initial comments on the industry 
model were reported to advocate open entry or be neutral on this 
question, with the single exception of Alascom Inc. 


This Second Supplemental Notice detailed an access’ charge 
plan based on four tentative access service categories: 


@ MTS/WATS 

@e FX and CCSA Access 
@e Private Line 

@ OCC-ENFIA 


The Commission also announced it would issue a_e separate 
notice to revise the FCC-NARUC Separations Manual (See Docket CC 
80-286). 


On August 1, 1980 the FCC adopted a Report and Third 
Supplemental Notice (81 FCC 2d 177) in which it declared MTS-WATS 
competition to be in the public interest. 


In a Fourth Supplemental Notice of Inquiry and Proposed 
Rulemaking adopted May 27, 1982 (90 FCC 2d 135), the FCC referred 
to its tentative access charge plan in the Second Supplemental 
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DA FORD AND ASSOCIATES LTD 


Notice and stated that, in view of the proposed settlement of the 
AT&T anti-trust suit, several issues required further discussion 
before an interim access charge plan could be adopted. These 
issues included the assignment of NTS (non-traffic sensitive) 
costs, incentives to bypass the PSN (public switched network) and 
differences in interconnection quality. 


In its Second Report and Order (92 FCC 2d 787 (1983)) the 
Commission affirmed its tentative conclusion that an open entry 
policy in the Alaskan interstate market iSeetineche mpubiic 
interest. 


In its Third Report and Order adopted December 22,1982 (93 
FCC 2d 241), the Commission announced its conclusion that a 
substantial portion of fixed exchange plant costs that are 
assigned to interstate services should ultimately be recovered 
through flat per line charges assessed upon end users. It 
adopted access charge computations to accomplish that result. 


Exceptions were made for pay telephones, the portion of a 
local dial switch that is sometimes described as non-traffic 
sensitive, and private line facilities used for services that are 
not close substitutes for MTS. A Universal Service Fund was also 
announced. This fund will be designed to preserve universal 
service by enabling high cost local exchange companies to 
establish local exchange rates which do not exceed local exchange 
rates charged by other local exchange companies. 


A transitional plan was found to be necessary to avoid 
disparities in rates. The creation of an exchange carrier 
association to prepare access charge tariffs and distribute 
pooled access charge revenues. 


In a Proposed Rulemaking adopted May 26, 1983 (48 FR 30153, 
June 30, 1983) the Commission proposed a plan for monitoring the 
effects of the interstate access charges on the availability of 
local telephone service. This monitoring will take place over a 
seven-year period. 


In a Final Ruling (48 FR 42694 September 21, 1983) the 
Commission announced that changes were necessary because the 


existing rules might endanger universal service and competition 
in the industry. 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET CC 78-371 (ENFIA) 


Following the Execunet decision in May 1978, the Bell System 
Companies filed a new tariff with the FCC seeking to offer to the 
specialized common carriers "Exchange Network Facilities for 
Interstate Access" (ENFIA). Numerous pleadings were filed in 
opposition to the proposed tariff, which was much higher than the 
local business line rates the specialized common carriers had 
been paying. In order to try and avoid an extended hearing 
process, the Assistant Secretary of Commerce for Communications 
urged the FCC to attempt to seek an interim solution through a 
negotiated settlement. There was a precedent for this in Docket 
20099 (Facilities to OCC's) which implemented a legal obligation 
imposed in Docket 19896 (System Interconnection) to interconnect 
local telephone company facilities with specialized common 
carriers. 


An interim agreement was reached in 1978 (the ENFIA 
Agreement). The agreement was limited to Execunet/Sprint-type 
interstate services and any end-to-end MTS/WATS type services. 
It did not cover FX or CCSA with ONAL services which are 
connected with exchange facilities at only one end. 


The agreement, to last a maximum of five years, was 
patterned after the methods by which local telephone companies 
were compensated for use of exchange facilities for traditional 
MTS and WATS services (the separations process). 


In recognition that a change from the then present access 
charge (local business line rates) to the separations method 
would have a serious and direct effect on the specialized common 
carriers, the interim agreement contemplated a phasing-in based 
on total revenues of the specialized common Carriers. 
Specifically, the parties agreed that the specialized common 
carriers would phase-in paying the Separations Manual's factor 
above specifically identifiable costs (a traffic-sensitive 
cost/minute which is added to other specifically identifiable 
costs under the Manual) as follows: 


Combined Revenues of all SCC's Percentage of the 
From MIS/WATS-like Services Manual's Factor 
Less than $110 million/year 35% 
$110 to $250 million/year 45% 
More than $250 million/year 55% 


As mentioned earlier, this was intended to be an interim 
agreement. Paragraph 6 of the agreement provides that the 
interim charges will be superseded by charges filed pursuant to 


an order of the FCC in the MTS/WATS Market Structure Inquiry 
(Docket CC 78-72). 
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In a Memorandum Opinion and Order adopted April 16, 1979 (71 
FCC 2d 440) the Commission approved the agreement and the BSOC 8 
tariff came into effect on April 15, 1979. The Commission noted 
that FX and CCSA-ONAL access charges still required resolution. 


In a Memorandum Opinion and Order adopted April 14, 1982 (90 
FCC 2d 6), the FCC determined that a two-year extension of the 
original ENFIA agreement was required and that the level of 
payment for the OCC's use of jointly used subscriber plant was to 
be maintained at 55%. 


It should be noted here that the rate of 55% of the 
"separations rate" for access lines is based on several 
considerations, including lower signal quality, requirement to 
use touch-tone, and the requirement to dial up to 22 digits. 
However, the discount of 45% is really a nominal discount, 
because it is based on a nominal number of minutes of use. Based 
on actual use, the actual discount is probably more like 708%. 


Following the extension order, AT&T filed revisions to the 
BSOC 8 taritf: The FCC suspended effectiveness for five months 
and examined the "SEP amount" (the cost of NTS exchange plant per 
minute of use) and "billed minutes". In a Memorandum Opinion and 
Order adopted September 29,1982 (91 FCC 2d 1079), the AT&T 
proposed increase for ENFIA was found to be inconsistent with the 
agreement and AT&T was ordered to file reduced rates more in 
accord with the agreement. 


AT&T petitioned the FCC to revise its calculation of off- 
peak billed minutes of uSe. In an Order on Reconsideration 
adopted March 31, 1983 (93 FCC 2d 739) the Commission revised the 
billed minutes upward. 
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DA FORD AND) ASSOCIATES LTD 
FCC DOCKET CC 78-196 (USOA) 


In 1978, the Commission initiated this proceeding (70 FCC 2d 
719) to revise the Universal System of Accounts. 


On August 9,1979, the FCC adopted a Supplemental Notice 
seeking comments on a single data base approach. 


On October 7, 1981, the Commission adopted a _ Second 
Supplemental Notice (88 FCC 2d 83) which emphasized that the 
revised USOA will interrelate with the AT&T Cost Allocation 
Manual and the FCC-NARUC Separations Manual. It must also 


interrelate with several earlier decisions of the Commission 
including: 


e Computer II 
@ Private Line Rate Structure Ruling 
e Joint Board 


@ MTS/WATS Inquiry 


The second notice also announced the formation of a 
Telecommunications Industry Advisory Group. 
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(A FORD AND ASSOCIATES LTD 
FCC DOCKET CC 79-105 (STATION CONNECTIONS) 


This proceeding was initiated by an FCC request to AT&T to 
submit a plan for shifting the burden of costs associated with 
station connections to be placed on the causative ratepayer as 
opposed to the then present system which placed the burden on 
present and future ratepayers. It was a logical result of Docket 
19129. AT&T'S response was to propose an amendment to Part 31 of 
the Commission's rules. 


In a First Report and Order adopted November 6, 1980 (85 FCC 
2d 818) the FCC noted that the ultimate deregulation of inside 
Wiring is a logical extension of Computer II. It proposed that 
all inside wiring (station connections) be expensed, beginning 
with 25% of new connections in 1981 and expensing 100% of new 
connections by 1984. Embedded investment would be amortized over 
10 years. 


Following the receipt of petitions to clarify and 
reconsider, the FCC adopted a Memorandum Opinion and Order on 
April 1, 1982 (89 FCC 2d 1094). The FCC found it could not 
preclude the state commissions from utilizing accounting and 
depreciation practices of their own choosing for intrastate 
regulatory purposes. 


Upon further reconsideration, the Commission reversed its 
earlier position in a Memorandum Opinion and Order adopted 
December 22, 1982 (92 FCC 2d 864). This -order found that 
inconsistent state regulation must be preempted to prevent the 
frustration of federal policies. The expensing order was 
accordingly binding on the state commissions. 


he ; ; 
4 eee 


te ot4 sing 
ed & ‘anes 


7, e 
ah aes) 


oe 


DOA FORD AND ASSOCIATES LTD 


FCC DOCKET CC 79-245 (COST ALLOCATION MANUAL) 


In June of 1980, the FCC sought comments on the allocation 
of costs by AT&T for interstate services it offers or may offer. 
In its Notice of Proposed Rulemaking (78 FCC 2d 1296), it also 
put forward an Interim Cost Allocation Manual (ICAM). Contained 
in the notice were references to the fact that the costing 
methodology adopted asf a @nestiltecofeeDocket® 18128 (Fully 
Distributed Costs, Method 7) was "impracticable". 


In its Report and Order adopted in December 19, 1980 (84 FCC 
2d 384) the Commission adopted the Interim Cost Allocation 
Manual, but noted that as soon as an access charge is prescribed 
in Docket CC 78-72, it will become the basis for the allocation 
of the costs of those services covered by the charge. 


In an Order on Reconsideration adopted May 7, 1981 (86 FCC 
2d 667) the Commission made a few minor modifications to the 
Interim Costing Manual. 
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FCC DOCKET CC 79-246 (PRIVATE LINE DISCOUNT PRACTICES) 


The Commission published a Notice of Inquiry and Proposed 
Rulemaking in 1979 (74 FCC 2d 226) in which it stated it was 
inclined to believe that a complete restructuring of AT&T's 
private line tariffs was required. The notice traced through the 
long history of the discounting of private line rates, in 
particular the Telpak tariff, which had never been resolved to 
the satisfaction of the Commission. The Commission stated in 
part "...it is our tentative conclusion that AT&T's private line 
rate structures and tariff offerings are confusing, overly 
complex, and inconsistent, providing identical services and 
facilities in many instances under different terms, conditions 
and charges...Moreover, we believe they tend to thwart the 
operations of the competitive marketplace by Making ite sditracuLt 
for customers to understand their options and intelligently 
choose the most advantageous." 


The notice also required AT&T to submit an outline of its 
proposal to restructure its private line offerings. 


We have been unable to locate any further references to this 
docket. 
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DA FORD AND ASSOCIATES LTD 


FCC DOCKET CC 79-252 (COMPETITIVE CARRIER) 


In a Notice of Inquiry and Proposed Rulemaking adopted 
September 27, 1979 (77 FCC 2d 308) the FCC indicated its 
intention to examine the question of regulation of all types of 
common carriers. It described the four types of Other Common 
Carriers (OCC's) as follows: 


e The SCC's (Specialized Common Carriers or terrestrial 
microwave carriers) 


e The Domsats (Domestic satellite carriers) 
e The resale or value-added carriers 


e The MCC's (Miscellaneous Common Carriers or video 
relay carriers). 


In a further Notice of Inquiry and Proposed Rulemaking 
adopted December 16, 1980 (84 FCC 2d 445) the Commission proposed 
to deregulate telecommunications services provided by competitive 
common carriers. It mentioned three options or approaches: 


@e Definition of common carriers 
e Forbearance 
@e Deregulation of resale carriers 


The First Report and Order in this Docket (85 FCC 2d 1) 
adopted August 1, 1980, classified common carriers on the basis 
of their dominance or power in the marketplace and applied 
different regulatory rules to each. AT&T and the independents 
along with Western Union, the Domsats, Domsat resellers and 
Miscellaneous Common Carriers were found to be dominant because 


they possessed the market power to justify the current regulatory 
approach. 


All other carriers, including the specialized common 
Carriers (other than Domsat resellers) were found to be non- 
dominant. The FCC determined that the application of then 
current regulatory procedures to non-dominant carriers imposed 
unnecessary and counter-productive regulatory constraints upon a 
marketplace which can satisfy consumer demand without government 
intervention. However, non-dominant carriers still had to file 
tariffs and obtain authorization for construction, but no 
economic justification was required. 
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[DA ORD AND ASSOCIATES LTD 


The FCC further deregulated the industry in its Second 
Report and Order (91 FCC 2d 59) adopted July 29, 1982. It found 
that full rate and exit/entry regulation of resellers was 
unwarranted, and decided to forbear requiring them to file 
tariffs. Interestingly, ALTEL, a trade association of resellers, 
opposed the deregulation, arguing it would create a competitive 
disadvantage for resellers. It asserted that tariff filings 
serve aS a valuable informational process by facilitating contact 
and dealings within the industry and by obviating the requirement 
for resale carriers to develop and maintain separate contracts 
with each customer. 


In an Order on Reconsideration adopted February 17, 1983 (93 
FCC 2d 54) petitions for reconsideration of the Second Report and 
Order were denied. The Commission affirmed that it has the 
authority to forbear imposing requirements of the Communications 
Act upon resellers of basic domestic terrestrial common carrier 
services. 


DA tEORD AND ASSOCIATES LTD 


FCC DOCKET CC 80-54 (RESALE AND SHARED USE - WATS) 


This proceeding with respect to resale and shared use of 
WATS was instituted in response to a petition from MCI. Ines a 
Notice of Proposed Rulemaking adopted February 12, 1980 (77 FCC 
2d 74) the Commission outlined several possibilities: 


@ Unlimited sharing of WATS 

@e Unlimited sharing and resale of WATS 

@e Unlimited resale of interstate WATS 

e A market experiment on the resale of WATS 


In a Report and Order adopted October 21, 1980 (83 FCC 2d 
167) the Commission concluded that carrier-originated tariff 
restrictions on resale and shared use of common carrier domestic 
public switched network services (ie. MTS and WATS) were 
unlawful. It found unlimited resale and sharing to be in the 
public interest, and ordered the tariff restrictions removed 
within 60 days. 
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OA FORD AND ASSOCIATES LTD 


FCC DOCKET CC 80-286 (JOINT BOARD) 


In a Notice of Proposed Rulemaking and Order adopted June 
11, 1980 (78 FCC 2d 837) the Commission established a joint 
state-federal board. In view of the Commission's decisions to 
prescribe access charges and to detariff CPE in Dockets 78-72 and 
20828 respectively, and in view of the increasing allocation of 
exchange plant to interstate, the Commission wished to reexamine 
the rules for allocation of exchange plant investment between 
interstate and intrastate services (the Separations Manual). 


The Commission noted that terminal equipment charges are 
likely to be higher following the detariffing of terminal 
equipment (Computer II) because a portion of the terminal 
equipment costs will no longer be included in interstate service 
rates. It also noted that the level of allocation of NTS (Non- 
Traffic Sensitive) plant to the interstate jurisdiction was 
increasing, from 28% of MTS/WATS revenues in 1972, to 34% in 1978 
to an estimated 41% in 1983. In dollar figures, the NTS costs 
allocated to interstate in 1983 were estimated to be $11.2 
billion. In large part, this was due to the adoption in 1970 of 
the Ozark plan revisions to the separations manual under which 
MTS/WATS usage reSults in an assignment of NTS plant costs to the 
interstate jurisdiction at a weighting of 3.3 times the relative 
use. 


In a Decision and Order adopted February 24, 1982 (89 FCC 2d 
1) the Commission adopted a Joint Board recommendation to freeze 
the Subscriber Plant Factor (SPF) and to phase CPE out of the 
separations process. The SPF is used to allocate investment in 
station equipment, subscriber lines andthe NTS portion of 
central office equipment. 


It emphasized that the SPF freeze was an interim measure to 
Maintain the allocation of NTS plant at then current levels 
pending a final plan. MCI claimed the whole allocation process 
was illegal since it was composed of certain subsidy elements and 
was not cost based. MCI and several others argued for an actual 
use allocation. 


In a second further Notice of Proposed Rulemaking adopted 
March 25, 1982 (89 FCC 2d 604) the Commission asked for comments 
On a Joint Board recommendation allowing individual states to 
approve or mandate an early freeze of the CPE base amount to 
facilitate the initiation of CPE sales to subscribers prior to 
January 1, 1983. On May 24,1982 (90 FCC 2d 52) the FCC adopted 
the recommendation to allow individual states to approve or 
mandate an early freeze date for the CPE base amount. 
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DA FORD AND) ASSOCIATES LTD 


On March 29, 1982, the North American Telephone Association 
filed a petition seeking reconsideration of the order ‘concerning 
the phased removal of CPE from the separations process. On 
November 4, 1982, the Commission adopted a Memorandum Opinion and 
Order (91 FCC 2d 558) denying the petition. 


Joint Board activities under this Docket are continuing, 
with emphasis being placed on the interrelationship of the access 
charge orders in Docket 78-72 with the Joint Board decisions. 
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FCC DOCKET CC 80-765 (WATS TARIFF) 


In addition to its investigation into the lawfulness of rate 
discrimination between MTS and WATS (Docket 21402, Like 
Services), the FCC instituted this docket in response to AT&T's 
WATS tariff filed in September of 1980. 


In a Memorandum Opinion and Order adopted May 15, 1981 (86 
FCC 2d 820), the Commission ordered AT&T to revise its WATS 
tariff to incorporate a time-of-day sensitive rate structure 
element. 


In a further Memorandum Opinion and Order adopted April 14, 
1982 (89 FCC 2d 899) the Commission confirmed its intent to 
proceed with Phase II of the investigation into the lawfulness of 
the WATS/MTS tariff discrimination, andy in Sparcicular™ to 
investigate whether creation of a unified PSN tariff would 
Overcome such discrimination. 


The Commission received several petitions to defer the 
proceedings. Many of these petitions argued that this was 
appropriate in view of the likely overturning of the "Like 
Services" decision. This decision, in fact, was overturned. In 
its Memorandum Opinion and Order adopted October 6, 1982 (91 FCC 
2d 38), however, the Commission decided to proceed with the WATS 
investigation. It explained that, while resale of WATS would 
help to achieve cost-based WATS rates, it was never viewed as a 
complete substitute for other regulatory activities. Thus the 
Commission required AT&T to provide the cost and rate comparisons 
requested in the Phase II order. 
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DA FORD AND) ASSOCIATES LTD 


FCC DOCKET CC 81-893 (COMPUTER II IMPLEMENTATION) 


In its Notice of Inquiry adopted December 17, 1981 (89 FCC 
2d 694) the Commission noted that it had instituted this docket 
to investigate ways to remove over $20 billion in CPE from the 
rate bases of the regulated carriers. The Commission noted that 
it had taken several steps including adopting a Joint Board Plan 
for a 5-year phase-out of CPE from the jurisdictional separations 
process and prescribing remaining-life depreciation rates for 
terminal equipment held by carriers under FCC jurisdiction. 


The Commission also noted the Modified Final Judgment 
required that the divested BOC's be limited to offering exchange 
and exchange access and other natural monopoly services regulated 
by TaGiee. The BOC's would not be permitted to offer 
interexchange, information or CPE services. 
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FCC DOCKET CC 82-44 (RESALE OF PRIVATE LINE) 


On January 28, 1982, the FCC adopted a Memorandum Opinion 
and Order and Notice of Proposed Rulemaking (88 FCC 2d i406) 
respecting the resale of private line services to provide MTS or 
WATS or equivalents thereof. 


These tariff restrictions can ,be ~ traced back to the 
Specialized Common Carrier decision (Docket 18920). In Docket 
20097 (Resale and Shared Use), the FCC allowed specialized common 
Carriers to resell, but forbade unlimited resale and sharing. In 
Docket 80-54 (Sharing and Resale - WATS), the Commission decided 
that MTS and WATS should be subject to unlimited resale and 
sharing. However, resale and sharing of private line was not 
unlimited. 


The Commission sought comments on whether the restrictive 
tariff provisions were in the public interest. 


DA FORD AND ASSOCIATES LTD 


FCC DOCKET CC 82-45 (TRANSPONDER SALES) 


In a Memorandum Opinion and Order and Authorization adopted 
July 29, 1982 (90 FCC 2d 1238) the FCC modified satellite 
licences to permit the sales of transponders on a _  non-common 
Carrier basis. The Commission ruled that such sales furthered 
its flexible and open domestic satellite policies, and do not 
constitute an indiscriminate offer requiring regulation as common 


Carriage, nor do they require FCC consent as an assignment of 
licence. 
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FCC DOCKET CC 82-619 (APPLICATION OF ENFIA) 


In a Memorandum Opinion and Order adopted October 6, 1982 
(91 FCC 2d 568) the FCC ruled on an August 1982 request from AT&T 
that the FCC declare that MCI's usage of local exchange 
facilities in providing interstate MTS/WATS type services is 
governed by the BSOC 8 (ENFIA) tariff, except for the resale of 
MTS and WATS, whether the facilities used were leased or owned. 


The oCC's and resellers urged the FCC to except services 
from the ENFIA tariff when exchange connections are obtained 
through resold facilities. The Commission found that ENFIA 
charges apply to each end of MCI's MTS/WATS - like services 
regardless of whether any segment of the network used in 
providing the service incorporates resold facilities. 
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FCC DOCKET CC 83-115 (STRUCTURAL SEPARATION) 


In a Notice of Proposed Rulemaking (93 FCC 2d 722) the Fcc 
requested comments on whether the divested BOC's should be 
required to offer enhanced services or CPE through a _ separate 
subsidiary. The Commission sought to determine whether and to 
what extent the structural Separation conditions in Computer II 
should be applicable to the BOC's following divestiture. 


In Computer II, AT&T was ordered to offer enhanced services 
and CPE through a separate Subsidiary. Other common carriers 
were required to maintain separate books of account and to 
purchase transmission capacity at tariffed rates. 
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FCC DOCKET CC 83-788 (IMPACT ON LOCAL RATES) 


On July 27, 1983, the FCC adopted a Notice of Inquiry in 
response to a _ petition by the State of Michigan asking for a 
review of the cumulative effects of certain federal decisions on 
local rates and the availability of local service. 


The Michigan petition had requested investigation of the 
effects of: 


@ Preempting state control over depreciation for 
intrastate ratemaking (CC 79-105) 


e Imposing interstate access charges (CC 78-72) 


e Expensing station connections and amortizing embedded 
investment (CC 79-105) 


e Eliminating interstate revenue requirements 
associated with embedded CPE (CC 80-286) 


e The AT&T divestiture 


Twenty-seven states and the District of Columbia responded 
to a request for information. 


On December 1, 1983, in Order 83-567, the Commission adopted 
a staff report which reported on the investigation of the Common 
Carrier Bureau staff into the matter. The study concluded that 
FCC policies do not threaten universal service. Staff analysis 
concluded that: 


e The cumulative effects of the decisions addressed 
amounts to only $6.80 per month in 1989 (a compound 
growth rate of 6% per year) 


e There is no evidence that federal decisions will 
cause residential subscribers to discontinue service 
and thus threaten universal service 


The staff recommended that the FCC should continue to 
monitor the effects of federal decisions on local rates and the 
number of subscribers. 
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APPENDIX C 


LISTING OF INDIVIDUALS INTERVIEWED 
DURING THE COURSE OF THE STUDY 


OA FORD AND ASSOCIATES LTD 


LISTING OF INDIVIDUALS INTERVIEWED 
DURING THE COURSE OF THE STUDY 


American Council for Competitive Telecommunications - Mr. Herbert 
Jasper, Executive Vice-President. 


Association for Long Distance Telephone Companies - Mr. Thomas C. 
Gibson, National Coordinator for State Affairs. 


Federal Communications Commission -— Mr. Leonard Sawicki, 
Economist, Common Carrier Bureau. 


GTE-Sprint Communications Corporation - Mr. Mitchell F. Brecher, 
Senior Attorney. 


MCI Telecommunications Corporation - Mr. Carl M. Vorder Bruegge, 
Senior Vice-President. 


State of Michigan Public Service Commission - Mr. Ronald Choura, 
Communications Engineer. 


National Association of Regulatory Utility Commissioners - Mr. 
Michael Foley, Director of Financial Analysis and Ms. Genevieve 
Morelli, Deputy Assistant General Counsel. 


New York Public Service Commission - Mr. Neil Swift, Director, 
Communications Division. 


Public Utility Commission of Texas - Mr. Rowland L. Curry, 
Assistant Director of Engineering. 


The consultants were also privileged to attend meetings of the 
NARUC Committee on Communications and Staff Sub-Committee on 
Communications in Washington, D.C., February 28-29, 1984, to 
which MCI, Sprint and AT&T made presentations. 
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News 


MTC, Communications Div., East Bldg., 1201 Wilson Ave., Downsview, Ont. M3M 1J8 248-3711 
Summer 1985 


CRTC Telecom 
Agenda Changed 


One of the major telecommunications events on 
this year’s CRTC agenda has been postponed 
until 1986. 


The public hearing on Bell Canada’s request 
for a general increase in its rates, previously 
scheduled for this fall, has been rescheduled 

to the spring of 1986. This is welcome news to 
Bell’s customers, but does raise a question 
about the necessity of the 2% interim increase 

in rates for 1985 which was approved previously 
by the Commission. Ontario had recommended 
that there be no general increase in rates without 
a public hearing. 


This change in plans raises uncertainty about 

the CRTC’s schedule for this fall. It is hoped 

that the Commission will take this opportunity 
to proceed on other pressing matters. 


For example, proceedings will be required to 
deal with follow-up matters resulting from the 
decisions on both Phase III of the Cost Inquiry 
and the CNCP application to compete in long 
distance service. In the implementation of 
the Phase III decision, dealing with the 
allocation of access costs between long distance 
and local service for pricing purposes is a major 
issue. A positive decision in the CNCP 
application would result in a need to define the 
level of compensation which CNCP must pay 
for access to the local network. 


Other alternatives would be to schedule a 
general hearing on cost of capital to determine 
if it is appropriate to lower approved ranges, 
given the recent developments in the financial 
markets, or to convene a special hearing to 
discuss further the issue of rate rebalancing. 


For more information, contact Doug Goss at 
248-3961. 


Ontario, Quebec 
Officials Meet 


Representatives of MTC’s Communications 
Division recently travelled to Quebec City 
to meet and consult with senior management 
and *stafte of «the <Quebecs Ministry, sof 
Communications. 


During the two-day visit, MTC and Quebec 
officials exchanged views on a variety of 
telecommunications and broadcasting policy 
issues. On the agenda in the telecom area 
were items such as interexchange competition, 
rate rebalancing, and structural separation. 
In the broadcasting area, topics discussed 
included the regulation of Canadian content, 
new services on cable, and the study 
co-sponsored by the federal and Quebec 
governments on the future of French-language 
television in Canada. 


Staff from both departments agreed that the 
dialogue was productive, and it is expected that 
a follow-up meeting will be held in Toronto in 
the near future. 


Photo: Bruno Girouy 


From left to right: Brian Gordon, Doug Goss, Eric Tappenden, 
and Dave Barr from MTC; Jacques Pigeon, Estelle Bouchard, 
Aldor Bordeleau from the Quebec Ministry of Communications; 
Michel Berube from the Quebec Secretariat of Canadian 
Intergovernmental Affairs. 


Ontario Comments On 
Northern Native 
Broadcasting 


In responding to the CRTC’s recent call for 
comments on northern native broadcasting, 
Ontario advanced several recommendations 
aimed both at increasing the range of broadcast 
services available in northern native 
communities, and providing native broadcasters 
with access to northern distribution systems. 


A key issue identified by Ontario was the 
availability of broadcast services in northern 
native communities. Despite the CBC’s 
Accelerated Coverage Plan and the licensing of 
CANCOM in 1981, Ontario’s research shows 
that many such communities still have access 
to only one or two television signals and a 
limited number of radio services. Ontario 
strongly believes that a reasonable range of 
broadcast services should be available in all 
communities, and therefore recommended 
several ways for Canadian broadcasters to 
increase the provision of their services. 


Access Options Identified 


Extension of service to these communities will 
also result in the installation of delivery systems 
which native people can use to distribute their 
own programming. Ontario identified several 
options to provide native broadcasters with 
access to these systems, including the integration 
of native programming into the schedules of 
originating services, local substitution, and 
brokerage. 


As a regulatory approach, Ontario recommended 
that broadcasters licensed to serve northern 
native communities be required to provide 
access to their distribution facilities for native- 


originated programming. To determine the 
specific terms and conditions of access provided, 
such as the total number of hours to be 
provided and the scheduling of native access 
periods, Ontario expressed the view that 
flexibility is key. The terms and conditions of 
access should be allowed to vary, and should 
be based on a condition of licence approach 
rather than blanket regulation. 


Because the CRTC call for comments raised 
a number of major policy issues, Ontario also 
recommended that the CRTC hold a public 
hearing on northern native broadcasting. 


For more information, contact Shelley Lazer 
at 248-3731. 


Ontario Suggests 
Teleglobe Bid Criteria 


The federal government has announced that it 
intends to sell Teleglobe Canada to private 
interests before the end of 1985. Teleglobe 
is the Crown corporation established in 1950 
to provide overseas telecommunications services 
and to represent Canada in various international 
communications organizations. 


Recognizing that the proposed privatization 
would have a significant impact on Ontario 
consumers and the telecom industry, MTC 
submitted a policy paper to the federal 

government in June which identified policy 
issues and outlined the province’s concerns. 


In addition to recommending a number of 
policy objectives for the proposed privatization, 
Ontario suggested ten criteria which the 
federal government may wish to apply in 
evaluating the various bids submitted for 
Teleglobe’s purchase. For example, Ontario 
suggested that the federal government should 
not select a bid which, because of the price 
paid for Teleglobe and/or the financing, would 
tend to raise monopoly service rates. It should 
also avoid the selection of a purchaser which 
would have a negative impact on equal carrier 
access to Teleglobe services or facilities. 


For more information, contact Rick Flechner 
or Kent Charters at 248-3822. 


Changes At MTC 


Several organizational changes have taken 
place at MTC in recent months. 


On June 26, Premier David Peterson appointed 
Ed Fulton, the new MPP for Scarborough East, 
as Minister of Transportation and 
Communications. Prior to his election to the 
Legislature, Fulton was a member of 
Scarborough Council for 16 years and last 
year was appointed to the Board of Control. 


In addition, Harold Gilbert, MTC’s Deputy 
Minister for the past ten years, retired at the 
end of May. Replacing Mr. Gilbert is John Barr, 
who is serving as Acting Deputy Minister. 


Finally, the Communications Division has been 
formally reorganized into two new Branches: 

Telecommunications, and Broadcasting and 

Cable. An organizational chart reflecting the 
change has been included as an insert to this 

newsletter. 
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Study Shows 
FM Listeners 
Prefer U.S. Stations 


A study recently commissioned by MTC found 
that in the Sault Ste. Marie and St. Catharines/ 
Niagara regions, radio listeners spend 50 
per cent more time tuned to U.S. FM stations 
than to Canadian stations. 


The study, entitled ‘“‘FM Radio: Listener and 
Broadcaster Attitudes”, was commissioned in 
follow up to a CRTC hearing held last year in 
Windsor. At that hearing, Ontario presented 
evidence which showed that Windsor area 
listeners were bypassing local FM stations 
because they preferred the music-oriented 
formats of the unregulated Detroit stations. 
Ontario recommended a relaxation of the 
CRTC’s FM regulations, and also argued that 
the problem was not confined to the Windsor 
market. 


The purposes of this year’s study, carried out 
by the Communications Research Center, were 
to identify other markets where unregulated 
U.S. FM stations strongly compete with 
Canadian signals, and to identify why listeners 
choose the U.S. stations. 


A survey of FM listeners in the two study 
areas found that the stations listened to most 
frequently in both markets are American. 
In addition, survey respondents reported 
spending an average of about 9 hours per week 
listening to U.S. FM stations, compared to 
about 6 hours per week to Canadian stations. 


Fapotal. O19 2eper-cent of listeners cited 
music as their main reason for listening to FM 
radio. They also said that Canadian FM radio 
could be improved if it included more 
uninterrupted music, a wider variety of music, 
and less talk. 


A survey of 100 FM radio executives from 
across Canada revealed that they agree FM 
radio is primarily for music, and that the 
regulations severely restrict their ability to 
provide what their listeners want. 


The study, presented in June at a CRTC hearing 
in Toronto and at the CCBA Annual Convention 


in London, concludes that FM regulations are 
not serving FM listeners. When given a choice, 
listeners are choosing American FM stations 
because Canadian stations cannot respond to 
their needs. 


For more information, contact Ed Kenny at 
248-3731. 


MTC Coordinates 
Satellite Pilot Project 


In addition to developing Ontario’s policy on 
satellite-related issues, the Communications 
Division is currently involved in an 
experimental application project designed to 
evaluate new satellite transmission techniques 
and equipment. 


Sponsored by the federal Department of 
Communications and five Ontario ministries, 
the project will utilize Canada’s Anik B 
satellite to transmit voice, data, and eventually 
video communications between eight sites 
located throughout Ontario. The DOC will be 
funding the costs of the earth stations, as well 
as transponder time for a period of 6-12 months, 
while the Ontario ministries will be responsible 
for earth station foundations, power supply, 
and maintenance. 


During the first phase of the project, scheduled 
to become operational in July, the satellite 
links will be used to transmit voice messages 
and data between Queen’s Park and other 
Ontario ministry locations, as well as weather 
forecasts, and information to aid firefighting 
and police operations. 


Possible applications during Phase II may 
include full motion video links between 
hospitals, and voice and data links for 
schools in remote areas. 


As the coordinating Ontario ministry for the 
project, MTC welcomes your ideas for 
additional applications of the technology. 


For more information, contact Dick Ko at 
248-3567. 
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Industry Support Office 
Reviews Progress 


As part of a recent reorganization of 
MTC’s Communications Division, — the 
Telecommunications Industry Development 
Office (TIDO) has succeeded what was formerly 
known as the Carrier Policy and Research 
Office (CPRO). The new office has been 
structured to implement strategies for support 
of Ontario’s small to medium sized tele- 
communications businesses. 


Since January 1985, 38 companies have been 
visited by TIDO staff. Of these visits, 27 have 
resulted in further contact and the provision 
of assistance. The office assisted in determining 
company requirements, and _ identified 
potentially applicable federal and provincial 
support programs. 


Certain programs require that a business plan 
accompany each request for assistance and to 
date, TIDO has been instrumental in structuring 
four such plans. It has provided information 

on marketing programs to six companies, and 
lists and schedules of upcoming trade shows to 
several others. In addition, the office has 
analyzed the telecommunications systems of 
two companies in order to maximize the value of 
these systems as a strategic resource. 


Pure Data Ltd. of Markham, Ontario is an 
example of a company which has benefitted 
from TIDO efforts. The company manufactures 
a variety of memory expansion and local area 
network products for the IBM personal 
computer and devices for enhancing the 
reliability and efficiency of long distance data 
communications networks. A_ progressive 
company, Pure Data is considering implementing 
Surface Mount Technology in its production 
process. 


With TIDO’s assistance, the company recently 
obtained approval for a $40,000 manpower 

wage subsidy, a $1.1 million scientific research 
tax credit, and a $40,000 export marketing 

subsidy. 


TIDO’s efforts are specific to the tele- 
communications industry and complementary 
to the work of the Ministry of Industry and 
Trade. Staff are experienced in communications 
and familiar with funding programs administered 
by government agencies. 


For further information, contact Merv Stevens 
at 248:3:730. 


Happenings and Events 


MTC is currently preparing a submission to 
the federal Task Force review of the Canadian 
broadcasting system, and welcomes your input. 
Please contact Joan McCalla at 248-3731. 


The Division is surveying Ontario’s independent 
telephone companies to assess the possibility 

of introducing Line Load Control, a method 
used to restrict outgoing calls only to key 
individuals during peak and emergency periods. 
For more information, contact Wayne McEachern 
at 248-3822. 


The CRTC has announéed that it will be holding 
a hearing this fall to consider the issues of cable 
advertising and non-programming services. MTC 
will be developing a submission and welcomes 


your input. Please contact Brian Gordon at 
248-3645. 


MTC is in the final stages of evaluating the 
need for general regulations for Ontario’s 
independent telephone companies, If 
implemented, the regulations would define the 
service relationship between the telephone 
companies and their customers. To comment 
or obtain more information, contact Richard 
Kulis at 248-3822. 


News and Notes 


The Communications Division is pleased to 
welcome Milt Harmelink as the new Director 
of the Broadcasting and Cable Branch. Milt 
was formerly the manager of MTC’s Traffic 
Management and Engineering Office. 


Also new is Stan Cohen, who has joined the 
Division as Executive Officer/Program 
Coordinator. 


Editor’s Note: 


Ontario Communications News is published on a 
quarterly basis by the Communications Division of MTC 
as a means of informing you and soliciting your views 
on activities, issues and events in the communications 
area, from an Ontario perspective. We welcome any 
comments you may have on this and future issues. 


Copies of publications referred to in this newsletter 
may be obtained by calling Bibi Pinfold, Communications 
Publications, at 248-3711. 


Shelley Lazer 
Editor 


Dave Last 
Co-editor 
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